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PREFACE. 


Mr.  Pownall  has  asked  me  to  write  a  few  words  of  preface 
to  this  issue  in  printed  form  of  three  lectures  delivered  by 
him  at  the  London  School  of  Economics  last  February. 
Such  a  request,  coming  from  a  colleague  and  an  old  friend, 
it  was  impossible  to  refuse.  Of  course,  Mr.  Pownall  requires 
no  introduction  to  the  men  of  his  own  generation  who  are 
interested  in  banking  questions;  and  if  he  did,  he  could 
easily  obtain  it  from  more  influential  quarters.  All  I 
propose  to  do  here  is  to  remind  younger  readers  of  Mr. 
Pownall's  long  services  to  English  banking;  and  to  add  a 
few  remarks  on  points  in  the  lectures  which  have  specially 
interested  me,  or  which  have  a  special  bearing  on  the 
extraordinary  financial  situation  in  which  we  now  find 
ourselves. 

Mr.  Pownall  has  for  over  forty  years  past  been  a  promi- 
nent figure  in  the  English  banking  world.  The  greater 
part  of  his  banking  career  was  spent  in  Manchester;  but 
later  he  became  manager  of  the  London  office  of  his  bank, 
and  he  has  thus  enjoyed  the  very  valuable  double  experience 
of  industrial  banking  and  high  finance.  At  least  as  far 
back  as  1876,  he  began  a  series  of  valuable  contributions  to 
the  Manchester  Statistical  Society,  of  which  he  was 
honorary  secretary;  contributions  mainly  upon  banking 
subjects,  but  also  upon  questions  of  local  government  and 
social  interest.  On  the  foundation  of  the  Institute  of 
Bankers  he  became  a  frequent  contributor  to  its  papers  and 
discussioTis,  and  afterwards  a  member  of  its  Council. 

Like  everyone  else  who  tries  to  make  a  careful  study  of 
English  banking,  Mr.  Pownall  seems  to  have  been  impressed 
at  the  outset  with  the  very  defective  state  of  our  banking 
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returns.  Two  of  his  early  papers  are  devoted  to  banking 
statistics.  One  of  these,  the  famous  census  of  banking 
currency,  published  in  1881  in  the  Journal  of  the  Institute 
of  Bankers,  may  fairly  be  termed  a  banking  classic.  It  was 
based  on  a  wide  and  laborious  investigation,  and  for  the 
first  time  gave  us  definite  knowledge  as  to  the  actual  com- 
position of  the  commercial  currency  in  this  country.  I  must 
add,  with  regret,  that  it  is  not  only  the  first,  but  the  last 
return  of  the  kind  that  we  have  for  the  United  Kingdom. 
In  France,  similar  returns  are  annual'  and  compulsory. 
English  banking  returns  generally  are  still  deplorably  in- 
complete; inferior  to  those  of  most  great  commercial 
countries,  quite  inadequate  as  a  basis  for  really  scientific 
study  of  the  position.  Perhaps,  as  Mr.  Asquith  hinted  on 
his  first  appearance  in  the  City  as  Chancellor  of  the 
Exchequer,  the  Government  may  be  obliged  to  enforce 
official  returns,  as  in  the  case  of  the  railways.  Many  of 
us  would  prefer  that  the  form  of  return  should  be  left  to 
the  voluntary  action  of  expert  bankers.  But  in  any  case, 
as  Mr.  Pownall  says  of  the  Census,  it  is  high  time  that  the 
matter  was  taken  in  hand. 

Other  papers  by  Mr.  Pownall  have  dealt  with  the  relation 
of  banks  to  trade,  and  the  very  difficult  questions  connected 
with  the  financing  of  industry.  As  everyone  knows,  these 
questions  still  await  satisfactory  settlement.  There  is  no 
other  country  in  the  world  where  so  much  of  the  financing 
of  industry  is  done  by  way  of  the  company  promoter  and 
the  Stock  Exchange;  and  it  can  hardly  be  doubted  that  the 
public  savings  would  be  more  judiciously  lent  by  the  banker. 
Mr.  Pownall  has  a  good  deal  to  say  on  this  matter  of  bank 
advances  in  these  lectures;  and  his  wide  experience  gives 
special  weight  to  his  suggestions. 

It  is  very  clear,  however,  that  the  main  pre-occupation 
of  Mr.  Pownall  in  all  his  banking  work  has  been  the  ques- 
tion of  the  reserves.    He  has  written  several  papers  on  this 
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matter,  notably  one  in  1892,  when  the  Baring  crisis  was 
fresh  in  banking  memory,  and  another  in  1899 ;  and  the 
present  lectures  are  largely  concerned  with  the  same  theme. 
While  Mr.  Pownall  always  expresses  himself  with  the 
caution  natural  to  a  banker,  he  has  never  pretended  to 
conceal  his  opinion  that  our  cash  reserve  was  dangerously 
weak.  "  We  are  spinning  a  top  on  a  needle-point,"  he  told 
us  in  1899.  It  seems  fairly  obvious  now;  though  we  shall 
still  be  told  that  the  "  economy  of  gold  "  which  we  deplore 
is  the  supreme  triumph  of  the  art  of  banking.  The  blunt 
fact  is  that  the  question  of  reserve  is  a  question  of  £  s.  d. 
In  such  cases  men  will  only  learn  from  experience  :  an 
effective  but  costly  form  of  persuasion. 

Turning  more  particularly  to  these  lectures,  we  find  them 
full  of  suggestive  passages.  Mr.  Pownall  has  much  that 
is  interesting  upon  the  subject  of  the  financing  of  limited 
companies,  upon  the  growth  of  the  Clearing,  and  upon 
banking  evolution  generally.  In  dealing  with  bank  amal- 
gamations, he  rightly  lays  stress  on  possible  difficulties  in 
securing  a  succession  of  capable  managers  for  the  modern 
super-bank.  Incidentally  he  remarks  that  there  would  be 
no  reason  for  surprise  if  some  predominantly  northern  bank 
were  to  amalgamate  with  a  southern  bank.  Parr's  had 
already  absorbed  Stuckey's  Bank;  soon  after  the  delivery 
of  the  lectures,  Lloyds  absorbed  the  Wilts  and  Dorset. 
Mr.  Pownall  would  like  to  see  a  more  complete  organisation 
of  the  banks  by  the  fusion  of  existing  bodies ;  and  it  cer- 
tainly seems  that  a  more  effective  unity  in  matters  of 
discount  policy  is  to  be  desired.  Again  he  advocates  the 
creation  of  a  redeemable  State  Security,  a  suggestion  often 
made  since  the  heavy  fall  in  Consols.  This  would  depreciate 
existing  Consols,  no  doubt;  but  as  we  shall  have  to  raise 
huge  new  war  loans,  it  may  be  necessary  to  put  up  with  this 
inconvenience.  If  the  new  loans  were  made  redeemable, 
say  in  15  years'  time,  not  only  would  the  money  be  raised 
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on  easier  terms,  but  the  banking  value  of  the  security  would 
be  greatly  increased.  The  new  Consols,  with  their  price 
thus  steadied,  would  soon  become  what  the  old  used  to  be, 
the  finest  of  banking  securities. 

There  is  another  point  raised  by  a  remark  of  Mr. 
Pownall's,  on  which  Sir  Edward  Holden  has  frequently 
laid  stress.  "  It  is  a  moot  question  in  my  own  mind,"  he 
says,  "  whether  a  great  bill  case  is  not  better  than  invest- 
ments, and  I  incline  to  plump  for  bills."  This  is  especially 
true,  I  think,  in  regard  to  the  national  reserves.  The  fact 
that  the  Bank  of  England  originated  in  a  State  loan,  and 
the  way  in  which  the  indefensible  Act  of  1844  has  set 
its  seal  upon  the  holding  of  securities  in  the  note  reserve, 
have  caused  English  practice  to  differ  in  this  respect  from 
the  banking  tradition  of  most  other  great  commercial 
countries.    It  is  a  matter  which  deserves  attention. 

Mr.  Pownall  deals  at  some  length  with  the  very  interest- 
ing question  of  a  possible  financial  attack  by  a  hostile  Power, 
and  here  his  conclusion  has  been  borne  out  in  a  remarkable 
way  by  the  experience  of  the  war  crisis.  He  shows,  con- 
trary to  what  many  of  us  had  supposed,  that  there  was 
no  reason  to  apprehend  heavy  withdrawals  of  gold  from  our 
market  as  a  part  of  a  concerted  system  of  hostile  measures 
by  an  enemy;  and,  in  fact,  no  such  manipulated  withdrawal 
of  gold  appears  to  have  taken  place.  But  this,  as  he  also 
points  out,  in  no  way  weakens  the  argument  for  a  stronger 
reserve,  which  has  other  objectives  in  view.  Again  he 
insists  on  the  serious  nature  of  the  liability  on  acceptances, 
which  English  bankers  do  not  even  include  under  ordinary 
banking  liability,  regarding  it  as  practically  set  off  by  the 
certainty  of  the  bills  being  met  at  maturity.  To  many 
observers,  the  acceptance  seems  far  more  dangerous  than 
the  average  internal  liability,  especially  if  we  are  consider- 
ing the  solvency  of  the  system  as  a  whole.  As  Mr.  Goschen 
said  in  1890,  the  short  loan  market  is  the  danger  spot.   Here 
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again  we  have  had  our  object-lesson  on  a  sufficiently  large 
scale. 

In  his  references  to  the  vital  question  of  the  Cash  Reserve, 
Mr.  Pownall  renews  his  protests  as  to  the  inadequacy  of 
the  actual  metallic  basis  upon  which  English  baq^ers  are 
accustomed  to  work.  It  is,  indeed,  only  a  fair  weather 
provision,  and  barely  that;  if  we  exclude  till-money,  it  can 
hardly  be  put  at  more  than  3  per  cent,  of  the  total  liabilities. 
Mr.  Pownall  repeats  his  former  proposal  that  bankers  should 
keep  their  reserves  (his  italics)  in  Bank  of  England  notes, 
thus  creating  a  central  reserve  in  the  Issue,  and  not,  as 
now,  in  the  Banldng  Department.  If  the  separation  of 
the  departments,  unexampled  elsewhere,  is  to  be  continued, 
there  is  much  to  be  said  for  this  proposal.  But  the  greater 
part  of  the  deposits  at  present  left  by  bankers  at  the  Bank 
represent  only  the  minimum  credits  required  in  order  to 
carry  on  their  clearing  transactions.  These  would  have 
to  remain  in  their  present  form.  They  may  be  compared 
to  the  current  account  of  a  business  firm ;  from  the  point 
of  view  of  the  banks  they  are  till-money,  not  reserve.  Pro- 
bably this  was  the  inner  meaning  of  Mr.  Pownall's  italics. 
Mr.  Pownall  is  all  for  a  Central  Reserve,  as  against  the 
many  suggestions  that  the  great  banks  should  keep  their 
own  reserves.  In  his  view  the  real  problem  is  "  how  best 
to  unite  and  maintain  in  one  central  reserve  the  many 
smaller  reserves  of  the  individual  banks."  Here  we  are 
strongly  in  agreement  with  him.  It  seems  almost  to  follow 
from  the  very  meaning  of  a  banking  reserve  that  its  effi- 
ciency is  increased  in  proportion  to  its  concentration;  every 
step  in  the  dissipation  of  the  reserves  must  impede  that 
averaging  of  liability  upon  which  banking  solvency  depends. 
On  a  minor  point,  the  question  whether  the  State  ought 
to  make  a  contribution  to  the  Central  Reserve  on  Savings' 
Bank  account,  it  is  not  so  easy  to  follow  Mr.  Pownall. 
The  whole  history  of  these  banks,  which  has  been  admirably 
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summarised  by  Mr.  A.  H.  Gibson,  seems  to  show  that  no 
large  gold  reserves  need  be  held  on  Post  Office  Savings' 
Bank  account,  and  that  the  Government  is  amply  provided 
with  the  means  of  meeting  any  demand  on  these  banks 
which  e?;perience  would  lead  us  to  expect.  But  it  does 
not  follow  that  the  State  should  make  no  contribution  to 
the  proposed  Central  lleserve.  I  have  always  strongly 
urged  that  a  Reserve  Contribution  should  be  made  by  the 
State ;  primarily  for  war  emergencies,  but  available  for  other 
acute  crises  at  the  discretion  of  the  Treasury.  Bankers 
can  hardly  be  expected  to  make  complete  provision  for  the 
exceptional  pressure  on  the  market  caused  by  the  mobilisa- 
tions and  the  destruction  of  credit  incident  to  a  declaration 
of  war. 

On  the  general  proposition  that  the  cash  reserve  was 
inadequate,  and  ought  to  have  been  increased,  recent  events, 
on  which  one  does  not  at  this  time  wish  to  say  too  much, 
have  amply  justified  the  warnings  given  by  Mr.  Pownall 
and  so  many  other  banking  experts.  The  war  which  has 
just  burst  upon  us  was  not,  as  some  pretend,  a  bolt  from 
the  blue.  It  had  been  long  planned  and  prepared,  and  long 
expected  by  careful  observers.  We  had  our  warning  in 
1911,  and  again  in  March  last,  when  Germany  boasted  of 
the  completion  of  the  financial  preparations  for  the  want 
of  which  her  hands  were  tied  up  in  the  former  year.  Every- 
thing, one  might  say,  happened  according  to  schedule ; 
except,  indeed,  that  the  actual  situation  when  war  broke 
out  was  more  favourable  than  we  could  have  dared  to  expect. 
The  inconceivable  diplomatic  blunders  of  the  enemy  greatly 
strengthened  the  position  of  the  Allies;  and  securities  had 
already  been  so  heavily  sold  by  tlie  better-informed  Con- 
tinental holders,  that  the  fall  in  values  immediately  follow- 
ing the  outbreak  of  war  was  minimised,  whatever  the  future 
may  have  in  store  for  us.  Yet  we  found  ourselves  confronted 
with  the  complete  collapse  of  the  short  loan  market,  and 
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of  the  Stock  and  Foreign  Exchanges.  The  appeals  made 
in  the  last  twenty  years  by  such  men  as  our  author,  the 
late  Viscount  Gosclien,  Sir  Inglis  Palgrave,  Sir  Felix 
Schuster,  Sir  Edward  Holden,  the  late  Mr.  Spencer  Phillips, 
Mr.  Crammond,  and  others,  had  been  made  in  vain. 
Ileceived  in  some  quarters  with  cynical  indifference,  they 
never  obtained  more  than  a  lukewarm,  platonic  assent.  So 
far  as  published  figures  go,  no  appreciable  result  is  trace- 
able. Other  nations,  on  the  average,  roughly  doubled  their 
reserves;  we  were  content  to  talk  about  it.  Hence  the  crisis 
found  us,  in  spite  of  our  quite  exceptional  international 
responsibilities  as  the  world's  clearing  house,  with  a  smaller 
proportionate  reserve  than  any  other  of  the  great  commer- 
cial countries.  As  The  Times  of  October  21st  truly 
observed,  "  The  war  has  taken  us  unprepared  all  round, 
as  we  know  only  too  well." 

The  arrangements  which  had  not  been  made  in  advance, 
were  hastily  extemporised  during  a  five  days'  bank  holiday; 
and  though  there  was  a  general  dislocation  of  the  whole 
of  our  financial  machinery,  we  have  managed  to  avoid 
suspension  of  payments,  and  some  of  the  more  sinister 
phenomena  of  financial  crisis.  Things,  in  short,  might  have 
been  worse :  it  is  safe  to  say  they  might  have  been  much 
better.  No  one  will  maintain  that  a  temporary  deadlock 
in  the  bill-market  could  have  been  altogether  prevented, 
whatever  precautions  had  been  taken  or  provisions  made. 
But  this  and  other  difficulties  might  have  been  greatly 
eased.  As  Mr.  Pownall  says,  "  If  the  State  or  the  Bank 
possessed  a  large  central  stock  of  gold,  it  could  look  with 
calmness  on  the  temporary  drain  of  the  moment."  We 
might  have  been  spared  the  10  per  cent,  rate,  than  which 
nothing  is  more  calculated  to  cause  wreckage  and  provoke 
panic.  The  exchanges,  with  the  exception  of  Paris,  were 
generally  in  our  favour :  and  there  was  no  run  on  the 
banks,   a  fact   equally  creditable   to  the   banks   and   to  the 
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public  Avliose  confidence  they  liad  gained.  Would  the 
withdrawal  of  banking  accommodation  have  been  so  strin- 
gent as  it  was,  and  the  paralysis  of  the  markets  so  complete, 
if  the  banking  reserve  had  been,  say,  half  that  held  by 
each  of  our  two  principal  Allies?  Other  matters  might 
have  received  attention  before  the  cloud  actually  burst  upon 
us.  It  is  now  nearly  35  years  since  I  heard  the  then 
Governor  of  the  Bank  of  England  explain  how,  in  case 
of  a  serious  war,  we  should  have  to  issue  £1  notes,  and  so 
call  in  gold  from  the  circulation.  Mr.  Pownall,  in  these 
lectures,  points  out  that  such  an  issue  was  inevitable.  It 
would  have  cost  a  mere  trifle  to  have  had  the  issue  ready. 
As  to  the  acceptance  business  again,  as  long  ago  as  1890 
Mr.  Goschen  had  called  attention  to  the  dangers  involved 
in  his  famous  speeches  after  the  Baring  crisis.  In  short, 
every  important  difficulty  had  been  foreseen;  but  it  does 
not  appear,  so  far  as  the  public  can  judge,  that  any  sufiicient 
provision  was  made  to  meet  them. 

"Why  insist  on  these  things?  It  is  true  that  with  our 
usual  English  grit  and  common  sense  we  have  managed 
to  get  through,  and  the  situation  is  steadily  improving. 
But  we  have  paid  as  dearly  for  our  want  of  financial  as 
for  our  want  of  military  preparation.  We  might  have  been 
spared  much  temporary  dislocation,  not  to  say  some  per- 
manent loss  of  prestige,  if  we  had  taken  the  advice  of  our 
more  thoughtful  bankers  and  brought  up  our  reserve  to 
something  like  the  world's  normal  standard.  It  behoves 
us  to  set  our  house  in  order,  for  as  United  States  banking 
becomes  more  scientific  in  its  organisation,  we  may  have 
keener  competition  to  face.  The  Bank  of  England  has  set 
an  excellent  example  for  a  generation  past;  if  the  Joint 
Stock  Banks  would  only  come  into  line,  and  contribute  their 
fair  share,  the  position  of  the  London  market  would  be 
all  that  could  be  reasonably  desired. 

Probably  this  is  more  than  we  can  expect  to  see.     The 
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habit  of  ignoring  unpleasant  facts,  and  of  trusting  to 
"  muddle  through "  when  the  crisis  is  upon  us,  is  deeply 
engrained  in  the  national  character.  When  our  present 
difficulties  are  forgotten  (and  the  financial  memory  is  pro- 
verbially short),  we  shall  no  doubt  relapse  into  our  incorri- 
gible habit  of  thoughtless  drift.  While  money  can  be  made, 
the  Englishman  has  no  time  to  think.  In  a  few  years  he 
will  again  be  acclaiming  the  distinguished  economic 
authorities  who  prove  that  war  is  impossible,  and  assert  that 
the  call  to  prepare  for  it  is  a  mere  scare  faked  up  in  the 
interest  of  the  armament  firms !  There  is  only  too  much 
reason  to  fear  that  history  may  repeat  itself;  but,  at  any 
rate,  Mr.  Pownall  will  not  be  to  blame. 

H.  S.  FOXWELL. 
October  24:th,  1914. 
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LECTURE    I. 

THE  EVOLUTION  OF  MODERN  TRADE 
AND  BANKING. 


XPERIENCE  indicates  that  there  is  a  rough  justice 
in  the  affairs  of  men  and  nations,  which  decides  their 
present  and  their  future  status  in  the  world,  and 
the  guiding  principle  appears  to  be  this,  that  which  is 
to  survive  miist  justify  its  existence.  Put  in  another 
way  it  is  the  doctrine  of  efficiency.  It  is  a  commonplace  that 
the  manufacturing  and  industrial  greatness  of  England  was 
helped  by  the  social  and  industrial  destruction  which  so  pitifully 
wasted  the  continent  of  Europe  during  the  Revolutionary  and 
Napoleonic  wars.  For  England,  too,  they  were  years  of  national 
trial,  but  they  were  also  the  seed-time  during  which  her  merchants 
and  manufacturers,  secure  of  peace  at  home,  profited  by  the  ex- 
haustion of  industrial  Europe,  and  supreme  at  sea,  laid  strong 
and  deep  the  foundations  of  industrial  supremacy,  and  became 
the  sea  carriers  of  the  world. 


INDUSTRIAL   ENGLAND   AFTER    THE   NAPOLEONIC 

WARS. 

While  Europe  began  to  breathe  again,  England  was  enjoying 
the  fruits  of  mechanical  invention  in  the  vastly  increased  output 
of  her  workshops  and  looms,  she  was  developing  her  internal 
means  of  communication,  and  through  her  mercantile  marine  was 
feeling  for  new  markets  across  the  seas.  Alongside  with  these 
material  results  developed  her  new  banking  system,  which,  although 
not  the  work  of  one  man,  like  a  great  mechanical  discovery,  was 
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evolved  into  an  organisation  of  credit  as  sensitive  as  the  nervous 
system  of  a  human  being. 

The  population  of  the  United  Kingdom  is  45  millions,'  her  area 
121,377  miles,  her  mercantile  shipping  19  million  tons.  The 
population  of  the  United  States  is  92  millions,  her  area  3  million 
square  miles,  her  mercantile  tonnage  3  million  tons.  Germany 
has  65  -millions  of  inhabitants,  an  area  of  208,780  miles  of  territory, 
and  the  tonnage  of  her  mercantile  marine  is  5  million  tons.  The 
45  millions  of  England  compete  with  the  157  millions  Americans 
and  Germans.  The  States  and  Germany  draw  on  the  resources 
of  three  million  two  hundred  thousand  miles  of  territory,  much 
of  it  virgin  soil,  and  rich  in  mineral  and  other  natural  products. 
We  draw  on  121  thousand  miles  of  land,  yet  our  Mercantile  Marine 
is  two  and  a  half  times  as  large  as  that  of  the  United  States  and 
Germany  together.  Our  exports  and  imports  are  roughly  only  one- 
fourth  less  than  those  of  Germany  and  the  United  States  combined. 

These  figures  bring  home  that  England  is  a  workshop,  but  they 
contain  a  commonsense  lesson  both  of  warning  and  encourage- 
ment. Can  45  millions  of  people  with  limited  natural  resources, 
equal  or  exceed  the  trade  of  157  millions  possessed  of  unlimited 
natural  resources  ?  Or  maintain  the  same  ratio  of  production  ? 
The  States  have  practically  the  advantages  of  an  island  State, 
but  in  place  of  our  narrow  channel,  two  vast  Oceans — the  Atlantic 
and  the  Pacific — lave  their  shores. 

Expressed  in  terms  of  money,  the  External  trade  of  Great  Britain 
is,  roughly,  as  compared  with  the  combined  trade  of  the  United 
States  and  of  Germany,  as  12  is  to  16.  To  state  the  facts  is  almost 
to  draw  a  conclusion.  Apart  from  the  exhaustion  of  natural 
products,  45  millions  of  people  of  the  same  race  cannot  reasonably 
ultimately  expect  to  do  more  work,  for  that  is  the  meaning  of 
more  trade,  than  157  millions. 

The  qualities  of  the  45  millions  or  of  the  157  millions  may  be 
relatively  higher,  that  is,  there  may  he  more  trained  intelligence, 
greater  general  and  special  education,  more  technical  skill,  habits 
of  greater  or  less  industry  in  the  one  case  than  the  other,  and  on 
these  relative  success  must  depend.  Nations  are  but  aggregates 
of  individual  character. 


SUPREMACY  OF  ENGLISH  TRADE  AND  BANKING 
INTERDEPENDENT. 

But  the  supremacy  of  English  trade  is  intimately  bound  up 
with  her  banking  system.  So  far,  no  other  nation  has  cheapened 
the  working  of  the  mechanism  of  Exchange  as  we  have,  but 
imitation  must  come.     We  do  not  use  a  costly  store  of  gold,  or 
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of  notes  based  on  gold.  Our  banking  system  is,  in  tlie  main,  a 
system  of  set-off — clearing.  It  is  as  wonderful  in  its  way  as  the 
Railway,  but  its  ultimate  basis  is  the  liability  to  pay  in  cash. 
Systems  of  credit  may  be  refined  indefinitely,  but  they  cannot 
be  worked  in  safety  unless  there  is  from  time  to  time  a  careful 
calculation  of  their  abiUty  to  carry  the  strain  put  upon  them  not 
only  in  quiet  times,  but  in  the  days  of  storm  and  stress. 


VITAL  IMPORTANCE  OF  ABILITY  TO  PAY 
INTERNATIONAL  DEBT  IN  GOLD. 

The  high  reputation  of  English  bankers  depends  on  the  universal 
belief  of  the  international  trading  world  in  their  undoubted  ability 
to  fulfil  their  engagements,  and  international  or  foreign  obligations 
are  payable,  if  demanded,  in  gold. 

You  remember  the  tale  of  the  economical  man  who  tried  to  induce 
his  horse  to  live  on  less  and  less  until  he  got  the  poor  beast  down 
to  a  straw  a  day,  and  the  horse  died.  That  is  a  danger  we  need 
to  avoid.  We  want  to  review  our  position  or  perhaps  it  would 
be  better  to  say  we  want  to  do  something,  because  there  has  been 
lots  of  reviewing.  It  is  not  a  question  of  getting  into  a  state  of 
nerves.  We  have  evolved  a  banking  system  which  is  admirable, 
but,  in  practice,  we  see  that  if  it  is  to  be  safely  worked  certain 
precautions  should  be  taken.  The  first  thing  that  emerges  is  the 
cost.  Can  we  have  something  for  nothing  ?  "  Not  usually." 
The  natural  tendency  in  business  when  you  are  dealing  with  a 
matter  which  must  be  attended  to,  but  which  if  it  does  not  take 
away  profits  certainly  does  not  add  to  them,  is  to  do  the  thing 
as  cheaply  as  possible.  Bankers  are  human  beings.  The  credit 
system  has  taken  long  to  develop,  the  system  of  national  banks 
is  new.  Consequently  the  perception  of  the  necessity  for  a 
strengthening  of  the  basis  of  our  credit  system  came  slowly. 


SETTLEMENT  BY  SET-OFF. 

Take  London  for  example.  Less  than  1%  of  the  turnover  at 
the  Town  Counters  of  the  London  banks  is  in  coin,  just  over  2% 
in  notes,  and  over  97%  in  cheques  and  drafts.  Coin  is  not  carried 
about  in  wheelbarrows,  but  transactions  are  settled  by  cheque. 
If  we  look  closely  into  the  matter,  it  amounts  to  this  :  we  exchange 
commodities  and  services  much  as  boys  "  swop  "  marbles.  But 
by  and  by  some  boys  save  up  their  marbles  and  leave  them  with 
another  boy — a  banker — to  take  care  of,  and  they  arrange  that 
when  they  issue  a  cheque  in  favour  of  another  boy  the  marbles 
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shall  either  be  kept  on  behalf  of  the  other  boy  or  handed  to  him. 
As  there  are  many  thousands  of  such  transactions  and  several 
bankers,  they  say,  look  here,  I  have  to  get  20,000  marbles  from 
you.  The  other  boy  says,  I  want  21,000  marbles  from  you. 
These  boys  finally  settle  by  one  giving  the  other  an  order  on  the 
bank  that  keeps  the  central  store  of  marbles,  and  at  the  end  of 
the  day  not  a  marble  has  changed  hands,  but  some  bankers  have 
the  power  to  draw  fewer  marbles  from  the  central  bankers,  some 
the  power  to  draw  more.     That  we  call  "  clearing." 

So  long  as  everyboy  is  satisfied  that  the  marbles  will  be  forth- 
coming when  asked  for,  all  is  well,  but  doubts  arise — what  we  call 
"  commercial  distrust  " — and  it  may  be,  instead  of  waiting  to  settle 
or  set  off  their  different  claims,  they  all  run  at  once  for  their 
marbles,  that  is  "  panic."  But,  usually,  the  State  says,  "  Don't 
"  make  such  a  fuss,  we  will  see  you  get  your  marbles  " — that  is  a 
Chancellor's  letter.  But  there  are  other  boys  who  live  in  another 
place — we  call  them  foreigners — and  they  say,  "  We  want  our 
"  marbles,  we  don't  want  any  of  your  Chancellor's  letters."  If 
there  are  enough  marbles  the  foreign  boys  get  them,  and  after  a 
time  things  go  on  as  before,  and  everyone  says,  "  Oh,  wasn't  So- 
"  and-So  foolish  !  "  Translated  into  the  terms  of  business  this 
means  that  in  time  of  crisis  you  must  possess  the  means  of  restoring 
internal  confidence,  and  also  be  able  to  meet  your  foreign  obliga- 
tions in  gold. 

Make  your  base  secure  and  you  may  learn  to  look  in  vain  for  the 
Bank-note. 


EXPORTS    OF    ENGLAND    PRIMARY   CAUSE    OF 
BEING   BANKING   CENTRE   OF   THE   WORLD. 

Mr.  Goschen,  in  his  book  "  The  Theory  of  the  Foreign  Ex- 
"  changes,"  says  :  "  The  primary  cause  which  makes  England  the 
"  great  banking  centre  of  the  world  is  to  be  found  in  the  stupendous 
"  and  never-ceasing  exports  of  England."  That  is  to  say,  it  is  her 
economic  position  as  a  creditor  nation  that  secures  her  primacy. 
She  is  always  creating  more  claims  on  foreign  countries  for  cash 
than  they  create  on  her.  This  simplifies  our  banking  problem, 
because  we  are  not  struggling  against  a  natural  tendency  for  gold 
to  go  abroad.  Applying  the  ordinary  rules  of  trade  to  this  position, 
we  find  that  on  the  whole  London  with  its  surplus  wealth  is  still 
the  cheapest  money  market  of  the  world.  Here  flock  govern- 
ments, states,  provinces,  municipalities,  contractors,  inventors 
for  money.  Usually  they  get  it.  But  at  times  there  is  hesitation, 
lang\ior,  disinclination,  inability  to  meet  the  demand.     Rates  of 
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interest  become  higli  and  there  is  uneasiness.     People  begin  to 
wonder  why  the  inability  exists. 

Lord  Overstone,  whose  writings  are  as  charming  as  a  first-class 
novel,  said  : 

"  All  great  fluctuations  in  the  rate  of  interest  (and  I  am  sure 
"  the  more  the  question  is  watched  and  examined  and  sifted  in 
"  detail,  the  more  strongly  that  fact  will  come  out)  whether  as  to 
"  extent  or  duration,  are  really  the  result  of  an  alteration  in  the 
"  value  of  capital."  Quoting  from  David  Hume,  he  said  :  "  High 
"  interest  arise  from  three  circumstances :  a  great  demand  for 
"  borrowing ;  Httle  riches  to  supply  that  demand ;  and  great 
"  profits  arising  from  commerce.  Low  interest,  on  the  other  hand, 
"  proceeds  from  the  three  opposite  circumstances,  a  small  demand 
"  for  borrowing,  great  riches  to  supply  that  demand,  and  small 
"  profits  arising  from  commerce." 

And  again  Lord  Overstone  said  : 

"  The  aggregate  amount  of  money  in  the  world  must  have  been 
"  largely  augmented  by  the  increased  production  of  gold  during 
"  the  last  ten  years,  yet  the  rate  of  interest  throughout  the  world 
"  is  unusually  high.  The  operations  of  trade  have  expanded  with 
"  excessive  rapidity,  the  demand  for  capital  has  proportionately 
"  increased,  and  a  high  price,  that  is,  a  high  rate  of  interest  is  paid 
"  for  it.  More  capital  is  required  than  can  be  immediatelv  sup- 
"  phed." 

TKADE    POSITION    END   OF    1913. 

Written  in  1857,  this  correctly  describes  the  financial  condition 
of  the  world  in  1913.  Interest  is  high,  trade  has  been  prodigiously 
active.  In  1857  there  did  not  exist  the  enormous  mass  of  public 
obligations  in  the  shape  of  municipal  loans,  industrial  and  State 
borrowings  which  represent  the  fixing  of  enormous  masses  of  capi- 
tal. In  1857,  when  circumstances  changed,  there  was  not  left 
behind  a  mass  of  securities  bearing  a  fixed  rate  of  interest.  In 
1888,  during  one  of  the  "  low  "  periods,  the  rate  of  interest  on 
Consols  was  reduced  from  3%  to  2|%,  in  1903  to  2|%.  During 
the  present  high  period  many  trustee  securities  paying  3|%  to 
4%  have  been  created,  and  stand  in  perpetual  competition  with 
the  2^%  Consols.  The  result  is  best  illustrated  by  quoting  the 
price  of  .2|%  Consols  in  1896 — nearly  113,  and  the  price  in  Decem- 
ber, 1913,  for  2|%  Consols,  namely,  71. 

The  competition  of  the  new  high  interest  paying  trustee  securi- 
ties is  perpetual,  and  probably  means  a  great  appreciation  in  their 
price  during  the  next  low  period,  with  a  corresponding  improve- 
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ment  in  the  price  of  Consols ;  but  2^%  cannot  command  an  equal 
price  with  3%  or  4%. 

From  a  banker's  point  of  view,  Consols  have  one  very  good  point, 
viz.,  they  are  still,  at  a  price,  good  cover  in  time  of  trouble  at  the 
Bank  of  England.  Whatever  may  be  the  immediate  future  of 
the  English  money  market,  we  see  at  work  to-day  causes  similar 
to  those  which  at  the  end  of  every  previous  boom  have  pinched 
and  straightened  trade.  This  is  an  additional  reason  for  settling  the 
permanent  basis  of  our  credit  system.  When  one  sees  the  general 
increase  in  luxury  which  is  a  marked  feature  in  English  social  life 
to-day,  the  increased  leisure  claimed  by  all  classes,  and  the  care- 
less, easy  pleasure-seeking  habits  of  large  classes  of  our  population, 
one  wonders  if  we  are  dissipating  our  national  capital  faster  than  we 
are  accumulating  it.  Then,  too,  the  economic  gravity  of  the  ex- 
penditure on  armaments  cannot  be  overlooked.  Mind,  I  am  not 
challenging  the  necessity,  I  am  wondering  how  the  burden  is  to  be 
borne.  We  cannot  overlook  the  displacement  of  wealth  which 
results  from  the  incidence  of  modern  taxation,  even  if  we  think 
that  its  social  advantages  may  be  worth  the  price. 

The  modern  banker  must  keep  himself  abreast  of  the  economic 
movements  of  his  day  if  he  is  to  be  a  successful  servant  of  the  State. 
You  would  not  lend  sixpence  to  a  man  who  habitually  "  over -ran 
"  the  constable."     Apply  this  to  communities. 

If  there  was  inventive  genius  which  opened  the  gates  of  a  new 
world,  there  was  the  equally  priceless  gift  of  a  great  economic 
teacher  in  Adam  Smith. 


ENGLISH   BANKING    IN    PRE-KAILWAY   DAYS. 

The  world  was  astir  with  change.  The  railway  came,  the  penny 
post,  the  telegraph,  the  telephone.  In  pre-railway  days  people  in 
the  country  had  outdoor  clerks  who  looked  out  for  friends  about 
to  go  to  London  by  coach  to  whom  they  entrusted  letters  and  par- 
cels to  save  postage.  It  cost  lid.  to  send  a  single  sheet  from 
Manchester  to  London,  and  Pickford's  vans  were  used  to  convey 
money  to  London.  The  Bank  of  England  was  the  only  Joint  Stock 
Bank,  and  its  operations  were  strictly  confined  to  London. 

Private  Banks,  of  course,  existed.  Thornton,  William  Pitt's 
friend,  says  there  were  about  386  of  them,  and  they  were  allowed 
to  issue  notes.  So  far. as  can  be  ascertained,  the  London  private 
bankers  ceased  to  issue  notes  about  the  year  1793,  and  as  non-issuing 
banks,  relied  only  on  cheques.*    The  change  was,  at  the  time,  looked 

*  The  use  of  cheques  was  a  century  old,  and  it  is  said  that  the  cheque  book 
was  introduced  about  1793. 
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upon  as  a  slight  one,  but  it  contained  the  germ  of  the  banking 
system  of  to-day  ;  so  true  is  it  that  human  forethought  cannot 
perceive  the  ultimate  importance  of  any  change.  To  have  the 
right  to  issue  notes  was  looked  upon  as  essential  to  banking.  To- 
day the  cheque  and  its  consequence,  the  credit  system  on  which 
English  trade  and  banking  are  based,  rivet  the  attention  and  engage 
the  thoughts  of  statesmen  and  economists. 

You  remember  Mrs.  Craik's  novel,  "  John  Halifax,  Gentleman." 
She  describes  with  much  vividness  a  run  on  a  small  country  bank. 
The  crowd  waiting  to  cash  their  small  notes,  the  county  magnates, 
arranging  to  secure  their  own  interests,  and  the  timely  provision 
of  £5,000  by  the  hero  turning  panic  into  confidence.  That  story, 
apart  from  the  incident  of  the  hero,  is  typical  of  early  English 
banking,  very  small  banks,  and  few  of  them,  issuing  notes  which 
for  want  of  a  better  currency  passed  for  money  in  the  small  towns 
and  country  places. 


COMMEKCIAL   PAYMENTS.      MODE   OF   1804. 

Thornton,  in  1804,  speaking  of  the  mode  in  which  commercial 
payments  were  made  in  his  day,  calls  Bank  of  England  notes 
"  the  coin  in  which  the  great  mercantile  payments  in  London  are 
"  effected."  When  Joint  Stock  Banks  were  allowed  to  establish 
themselves  in  London  they  were  not  permitted  to  issue  notes. 
That  was  the  opportunity  of  the  cheque.  It  was  a  long  cry  from 
the  conditions  of  1804  to  the  conditions  of  1844,  and  a  much 
longer  cry  to  the  position  in  1914,  but  the  principle  of  set-off, 
barter,  was  put  to  work  when  merchants  began  to  issue  cheques, 
bankers  to  exchange  them  and  to  adjust  only  the  final  balance 
by  means  of  notes  and  coin.  As  the  organisation  of  commerce 
has  grown  more  complex,  the  community  has  increasingly  learned 
the  value  of  any  well-considered  means  by  which  it  might  measure 
its  own  progress.  The  most  acute  merchant  assists  his  judgment 
with  the  facts  which  an  increasing  range  of  observation  over 
markets  places  at  his  command. 

We  are  each  of  us  familiar  with  the  importance  of  "  costing  " 
in  the  production  of  manufactured  goods.  The  old  horse-tracks, 
the  slow  cart,  the  scanty  supply  of  money,  all  added  to  the  cost 
of  manufacture.  The  railway,  the  penny  post,  the  telegraph  and 
the  telephone  are  examples  of  inventions  which  shortened  distance, 
saved  time,  and  cheapened  production,  and  increased  competing 
power. 

We  shall  see  occasion  to  notice  milestones  on  the  road  of  pro- 
gress, and  we  shall  need  to  discuss  in  some  detail  the  present 
position  of  banking  in  relation  to  the  internal  economy  of  the 
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State,  and  to  the  foreign  trade  of  the  country.  So  far  the  record 
is  one  of  continuous  progress,  and  it  is  hard  to  believe  that  the 
practical  business  genius  of  England  has  suddenly  failed  or  that 
the  problems  of  this  generation  will  prove  more  refractory  than 
those  which  past  generations  have  faced  and  solved.  Every 
invention  which  has  improved  the  means  of  production  or  of 
distribution  has  lifted  the  standard  of  comfort  of  rich  and  poor 
alike.  Invention  has  been  the  mother  of  trade.  Alike  in  banking 
and  in  commerce  we  have  to  deal  with  an  entirely  modern  evolution 
which  cannot  be  compared  with  pre-existing  conditions,  but  can 
only  be  contrasted. 


CAKEIAGE   AS   A  FACTOR  IN   COST. 

The  influence  of  easy  internal  carriage  on  production  is  a  common- 
place, and  the  possibility  of  putting  goods  cheaply  on  board  ship 
is  of  vital  importance.  We  see  this  in  the  tendency  of  heavy 
trades  to  settle  on  the  seaboard,  or  on  navigable  rivers.  For 
instance,  the  Clyde  at  Glasgow,  the  Tyne  at  Newcastle,  the  Walney 
Channel  at  Barrow,  the  Mersey  at  Liverpool,  and  the  Ship  Canal 
at  Manchester,  are  all  examples  of  the  influence  of  access  to  the 
sea  in  promoting  the  growth  of  international  trade. 

In  1801  the  population  was  8,892,200,  or  15.3  per  mile.  At 
the  close  of  the  19th  century  the  urban  population  was  5J  times 
as  great  as  in  1801,  and  thus  a  town  of  4,000  inhabitants 
has  no  greater  relative  importance  than  one  of  750  inhabitants 
in  1801. 

The  point  I  want  to  bring  out  is  that  the  new  urban  population, 
greater  alike  in  numbers  and  in  wealth  than  its  predecessors  of 
100  years  ago,  was  sufficiently  important  to  justify  the  establish- 
ment of  branch  banks.  Like  the  railway,  the  new  system  of 
banking  helped  to  lessen  the  cost  of  manufacture  and  distribution. 
The  credit  system  is  infinitely  cheaper  to  work  than  it  is  to  use 
the  precious  metals. 

If  there  was  invention  in  material  things  there  was  invention 
also  in  matters  of  organisation  which,  impalpable  in  themselves, 
gave  us  the  modern  system  of  banking.  Within  eighty  years 
private  enterprise  has  established,  built  up,  organised,  elaborated 
and  constantly  adapts  to  the  needs  of  the  hour,  purely  from 
commercial  motives,  the  great  system  which  I  shall  attempt  to 
describe.  The  mechanism  of  banking  has  grown  by  small  improve- 
ments, it  is  a  monument  to  the  commonsense,  the  judgment  and 
experience  of  a  multitude  of  men,  who,  unconscious  of  doing  a 
great  thing,  have  faced  their  business  difficulties  as  they  arose, 
and  have  given  us  the  flexible  organisation  that  to-day  acts  as 
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the  national  clearing — for,  after  all,  bankers  are  the  Clearing 
House  of  the  commercial  world. 

The  cost  of  sea  carriage  often  made  it  impossible  to  move  heavy 
articles  from  the  place  where  they  were  produced  to  the  remote 
point  where  they  could  be  used.  Perishable  articles  rotted  on 
the  way,  but  the  refrigerating  chamber  has  altered  that.  Beef 
from  the  Argentine,  mutton,  wool,  fruits,  wines  from  Australia, 
are  among  the  products  that  at  once  suggest  themselves,  but  if 
one  walks  down  the  Strand  every  shop  window  reminds  us  that 
harvests  and  trades  are  not  local  unless  we  use  the  word  "  local  " 
as  meaning  world-wide.  If  it  is  the  stupendous  and  never-ceasing 
exports  of  England  which  is  the  primary  cause  of  her  banking 
greatness,  it  is  the  creation  of  a  new  world  made  known  to  us  by 
the  invention  of  steam  navigation,  which  has  poured  out  its  lavish 
riches  into  the  industrious  lap  of  the  first  of  trading  nations,  and 
stimulated  and  ever  stimulates,  her  sea-borne  commerce. 

Al]  the  ends  of  the  earth  have  been  drawn  together  since  the 
19th  century  opened. 


BEFORE  THE  COUNTRY  CLEARING. 

It  is  within  my  own  recollection  that  country  cheques  were 
sent  singly  in  sealed  letters  to  the  bank  on  which  they  were  drawn, 
with  a  request  that  the  amount  should  be  paid  over  (less  commis- 
sion) to  the  London  agent  of  the  remitting  banker,  and  the  London 
agent  advised  his  principal  that  the  amount  had  been  received. 
I  also  remember  the  time  when  country  manufacturers  and  spinners 
used  their  cloth  and  yarn  agent  in  Manchester  as  banker,  and 
took  home  with  them  by  railway  or  road  the  wages  of  the  operatives. 
It  was  in  my  time  also  that  Manchester  bankers  used  to  send 
round  the  cheques  on  their  neighbours  which  had  come  into  their 
hands  during  the  day  and  receive  in  return  those  held  by  their 
neighbours,  settling  the  balance  of  the  transactions  by  cheque  on 
the  branch  of  the  Bank  of  England.  The  provision  of  a  local 
Clearing  House  has  put  an  end  to  that  expensive  system  in  Man- 
chester, but  it  still  survives  in  a  shadowy  way  in  smaller  places 
where  branch  banks  draw  drafts  on  their  London  offices  or  receive 
them  from  other  branches,  as  the  balance  may  be  for  or  against 
them.  I  quite  clearly  recollect  the  time  when  great  mercantile 
houses  on  their  monthly  pay-day  settled  all  claims  for  goods  in 
bank  notes  or  in  coin.  The  combined  clearings  for  Birmingham, 
Bristol,  Liverpool,  Manchester  and  Newcastle-on-Tyne,  amounted 
to  783  millions  in  1913.  The  figures  I  have  quoted  represent 
a  commercial  activity  so  vast  that,  taken  in  bulk,  we  cannot  grasp 
it,  but  when  we  think  of  it  as  embodying  the  multitude  of  dealings, 
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great  and  small,  in  which  we  are  all  engaged,  and  on  which  our 
happiness  and  prosperity  depend,  some  meaning  appears  in  the 
formidable  totals. 


CLEARING    SYSTEM.     ITS    VITAL    IMPORTANCE. 

In  1855  the  London  Clearing  Bankers  (all  private  banks)  per- 
mitted the  Joint  Stock  Banks  to  use  the  Clearing  House.  In  1858 
the  Country  Clearing  was  instituted.  In  1913  there  is  only  one 
private  bank  left  in  the  Clearing  House.  By  amalgamation  or 
absorption  the  private  bank,  alike  in  town  and  in  country,  has 
passed  or  is  passing  away.  The  deplorable  state  of  the  currency 
until  Peel's  Act,  and  the  unregulated  right  to  issue  notes  at  the 
will  of  the  issuer,  are  matters  of  historic  fact. 

Before  the  establishment  of  the  Country  Clearing,  Lord  Avebury, 
then  Sir  John  Lubbock,  said  it  was  calculated  that  every  100 
country  cheques  coming  into  a  country  banker's  hands,  necessi- 
tated the  writing  of  40  letters  and  receiving  40  payments  through 
London  agents.  It  has  been  said  that  the  whole  process  was  a 
nuisance  to  everyone  concerned.  So  greatly  has  the  practice  of 
using  cheques  grown  since  1858,  that  it  is  impossible  to  see  how 
the  old  system  could  have  been  carried  on.  Its  own  weight  would 
have  broken  it  down. 

The  Country  Clearing — a  labour-saving  device — was  a  real  in- 
vention, and  made  further  progress  possible.  Every  English  bank 
has  a  London  agent  or  London  office,  and  on  all  cheques,  you  are 
aware,  there  is  printed  at  the  foot,  the  name  of  the  bank's  London 
agent  or  London  office.  But  the  London  agent,  already  a  rare  bird, 
will  soon  be  as  extinct  as  the  dodo. 

Thornton  made  the  interesting  statement  that  the  sums  daily 
paid  by  the  London  bankers  in  1802  were  estimated  to  amount  to 
4  or  5  millions  daily.  London  was  even  then  in  a  real  sense  the 
centre  of  English  finance,  but  the  intimate  connection  which  to-day 
exists,  and  which  sends  vibrating  through  the  length  and  breadth 
of  the  land  every  rumour  affecting  credit,  was,  in  the  then  state  of 
communication,  impossible.  Roundly  speaking,  Mr.  Thornton's 
estimate  is  now  represented  by  a  turnover  of  some  1,500  millions. 

The  amount  passed  through  the  London  clearing  last  year  was 
16,435  millions,  and  the  probable  turnover  of  the  London  banks 
23,000  millions. 

The  Country  Clearing  amounted  to  1,389  millions.  There  are 
also  to  be  remembered  the  provincial  clearings,  the  mutual  ex- 
changes of  banks  where  there  is  no  clearing  house,  the  sums  re- 
mitted by  banks  to  each  other,  when  they  stand  in  a  relation  of 
mutual  agency,  the  cash  transactions  at  the  counters  of  banks  for 
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wages,  and  for  the  small  payments  of  life.  In  the  great  mining 
and  industrial  centres,  these  cash  payments  reach  great  figures. 
The  fluctuations  in  the  amount  of  cash  in  the  hands  of  the  banks  in 
industrial  districts,  say,  on  Friday  and  Saturday,  and  at  low  tide 
on  Monday  and  Tuesday,  are  remarkable. 


EXCLUSION   OF   COIN   AND   NOTES   AND 
SUBSTITUTION   OF   CHEQUES. 

These  vast  Clearing  House  figures,  the  use  of  cheques  in  place 
of  coin  and  notes — this  restoration  of  barter,  as  it  has  happily  been 
called — all  mean  the  practical  exclusion  of  notes  and  coin  from  the 
larger  transactions  of  life,  and  the  substitution  of  credit. 

No  system  of  credit  can  be  soundly  worked  unless  it  is  based  on 
a  percentage  of  reserve  of  legal  tenders  sufficient  to  ensure  that 
the  system  shall  work  smoothly  and  that  prices  are  maintained 
as  if  coin  and  notes  were  in  actual  use.  If  the  basis  is  gold  then 
credit  must  be  equal  in  its  effect  on  prices  to  gold,  otherwise  the 
basis  of  gold  is  ineffective. 

Lord  Overstone,  writing  in  1840  on  the  report  of  the  Bullion 
Committee  (1819)  says  : — 

"  Here  terminates  the  dark  age  of  currency from  that 

'  time  it  may  be  said  that  the  principles  of  currency,  as  expounded 
'  by  them  (the  Bullion  Committee)  have  supplanted  the  so-called 
'  practical  views  which  had  previously  prevailed.  From  this 
'  period  the  progressive  advancement  of  these  principles  has  been 
'  steady  and  uninterrupted,  the  force  of  reason,  and  the  increas- 
'  ing  weight  of  experience  have  co-operated  in  their  support." 

And  in  this  connection  I  should  like  to  quote  to  you  a  few  words 
from  the  introduction  to  the  late  Lord  Goschen's  book  on  the 
"  Theory  of  the  Foreign  Exchanges."  He  says :  "  They  (the 
"  Foreign  Exchanges)  will  mainly  fix  the  attention  of  the  mer- 
"  cantile  part  of  the  community,  who  consciously  or  unconsciously 
"  are  always  under  their  influence."  I  place  these  quotations 
before  you.  They  are  suggestive  of  the  method  in  which  problems 
of  trade  or  finance  are  tackled  in  England.  In  both  cases  we  have 
the  practical  man  who  has  a  knowledge  of  principles. 

To  three  influences,  namely,  Kailways,  the  Penny  Post  and  Free 
Trade,  much  of  the  progress  of  banking  is  due.  Trade  demanded 
banking  facilities,  the  cheque  enabled  the  facilities  to  be  given. 

Free  Trade  enormously  expanded  the  volume  of  our  imports, 
and  of  our  exports,  and  greatly  increased  the  internal  trading 
activities  of  the  country. 

Here  are  three  clear  and  definite  causes  followed  by  certain 
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consequences  wliich  were  not  at  the  moment  perceived,  and  which 
formed  no  part  of  the  benefit  hoped  for  when  each  successive  im- 
provement was  in  turn  introduced. 

We  have  seen  that  the  monopoly  of  Joint  Stock  Banking  possessed 
by  the  Bank  of  England  determined  for  a  number  of  years  the 
form  which  English  banking  should  take.  Parliament,  as  was 
natural,  learned  slowly,  but  it  did  learn.  Scotland  possessed  a 
perfectly  organised  system  of  Joint  Stock  Banks  when  England 
was  only  allowed  one.  The  currency  laws  which  limited  the 
existing  rights  of  issue  in  the  United  Kingdom  and  Ireland,  and 
forbade  new  issues,  gave  to  the  existing  Scottish  banks  a  practical 
monopoly  of  banking  in  Scotland.  One  fact  is  clearly  evident. 
Unless  the  present  organization  had  been  called  into  being,  and 
unless  the  cheque  had  ousted  the  note,  it  is  extremely  doubtful  if 
the  great  internal  trade  of  England  could  have  grown  up. 


CREDIT   BASED   ON   GOLD. 

Jevons,  writing  in  1875,  "  Money  and  the  Mechanism  of  Ex- 
'  change,"  page  202,  said  :  "  The  average  daily  transactions  in  the 
'  London  Bankers'  Clearing  House  amount  to  about  twenty  mil- 
'  lions  of  pounds  sterling,  which  if  paid  in  gold  coin  woiild  weigh 
'  about  175  tons,  and  would  require  nearly  eighty  horses  for  con- 
'  veyance." 

In  1913  the  daily  average  transactions  were  nearly  54  millions, 
and  would  have  needed  429  tons  in  gold  coin  and  220  horses.  Here 
is  one  of  the  economies  of  our  modern  system — a  saving  alike  of 
capital  and  interest,  for  notes  would  need  to  be  based  on  gold. 

In  England  (not  quite  absolutely,  because  there  is  still  a  remnant 
of  the  country  issue  left)  bankers  are  not  now  concerned  with  the 
question  of  the  note  issue. 

They  pay  and  incur  their  debts  in  the  legal  tenders  of  the  realm. 
With  them  it  is  always  a  question  of  qiiantity — not  of  quality — 
hence,  on  such  questions,  for  example,  as  bi-metallism,  they  may 
or  they  may  not,  take  an  economist's  interest,  but  as  traders  they 
make  contracts  in  the  legal  tender  of  the  Realm. 

This  statement  is  true  also  of  the  Bank  of  England.  The  Bank 
of  England  does  its  banking  in  legal  tenders,  and  cannot  obtain 
a  note  from  the  Issue  Department  on  different  terms  from  any  other 
person.  The  "  Issue  Department  "  is  really  a  State  Department 
managed  by  the  Bank  of  England.  The  fact  that  the  issue  of 
notes  is  partly  based  on  securities  is  a  State  requirement. 

I  dwell  on  this  matter  because,  if  the  fiduciary  issue  is  from  time 
to  time  increased,  it  is  by  an  Act  of  State.  Of  the  practical  wisdom 
or  unwisdom  of  such  an  Act,  be  our  opinion  what  it  may,  the  remedy 
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is  to  convince  Parliament  through  the  administration  of  the  day, 
that  any  alteration  or  modification  we  may  desire  is  in  the  public 
interest.  Whatever  view  we  may  take  of  the  expediency  from 
other  points  of  view  of  retaining  a  fiduciary  issue  (for  example, 
because  of  our  belief  that  there  is  an  irreducible  minimum  below 
which  the  circulation  can  never  sink,  and  that  consequently  it 
is  safe  to  allow  an  issue  which  is  well  below  the  danger  point), 
there  can  be  no  doubt  that  a  fiduciary  issue  lessens  the  total  stock 
of  bullion  (practically)  permanently  held  in  the  country. 


CASH  RESERVES. 

For  the  banker  as  an  individual,  one  condition  of  his  business 
is  that  he  shall  at  all  times  be  able  to  meet  probable  or  even  possible 
demands  upon  him.  That  is  to  say,  as  trader  he  must  do  what 
any  other  trader  does,  viz.,  manage  so  as  to  pay  his  way  and 
make  a  profit.  From  this  point  of  view,  viz.,  that  of  the  individual 
banker,  the  question  is  what  percentage  of  his  total  funds  shall  he 
keep  unemployed  in  the  ordinary  business  of  banking,  and  how 
shall  he  use  such  funds  so  as  to  keep  the  maximum  of  safety  with 
the  minimum  loss  of  interest. 

Whatever  percentage  of  his  assets  he  keeps  in  gold  or  bank 
notes,  mean  a  loss  of  interest,  but  such  a  loss  of  interest  is  equivalent 
to  an  insurance  premium.  When  the  banking  community  was 
composed  of  small  units  this  matter  was  not  an  overwhelmingly 
important  one,  but  we  have  now  huge  concerns  with  as  many  as 
600  or  700  branches  ;  some  of  the  modern  banks  possess  offices 
in  foreign  places,  and  they  cannot  be  tucked  up  under  the  friendly 
wing  of  the  Bank  of  England,  like  little  chickens  in  which  she  is 
taking  a  motherly  interest.     Greatness  has  brought  responsibilities. 

There  are  still,  I  believe,  bankers  who  want  to  be  let  alone, 
they  are  doing  perfectly  sound  business  and  they  are  unable  to 
see  the  justice  or  the  necessity  of  calling  upon  them  to  curtail 
their  useful  and  profitable  business  activities  by  compelling  them 
to  keep  unemployed  a  fixed  higher  percentage  of  cash  than  they 
have  been  accustomed  to  keep.  One  understands  their  point  of 
view,  and  can  suspect  that  some  of  the  smaller  concerns  may 
amalgamate  with  bigger  neighboiirs  rather  than  face  such  a  re- 
arrangement of  their  lending  powers  as  would  follow  from  a  com- 
pulsory keeping  unemployed  of  more  cash. 

The  air  is  full  of  the  subject.  Probably  it  has  been  as  much 
talked  about,  and  as  long  as  any  other  currency  or  banking 
question  which  has  ever  exercised  the  minds  of  men.  It  is  not  a 
currency  question  for  bankers,  it  is  a  purely  business  question  of 
risk.     But  when  business  is  done  on  a  vast  scale,  which  makes 
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the  affairs  of  any  particular  bank  a  matter  of  national  importance, 
then  we  may  justly  claim  that  the  bankers  shall  assume  some  of 
the  responsibilities  of  the  statesman. 

The  substitution  of  the  cheque  for  the  note  replaced  the  "  note  " 
question  by  the  "  reserve  "  question.  It  became  a  question  of 
"  how  much."     We  will  return  to  that  matter  by  and  by. 

By  force  of  circumstances  the  modern  English  system  of  banking 
has  grown  and  expanded,  adjusting  itself  to  meet  the  varying 
needs  of  that  great  system  of  trade,  of  which  in  terms  of  money 
it  is  the  embodiment.  Here  all  terms  are  reduced  to  a  common 
denominator — "  money."  The  incessant  play  of  our  national 
trade  is  here  depicted.  As  England  is  the  banking  centre  of  the 
world,  so  London  is  the  centre  of  English  banking. 


THE   COUNTRY    CLEARING. 

It  was  estimated  that  in  1888  the  amount  passed  through  the 
country  clearing  was  500  millions,  and  many  of  the  cheques  were 
under  £1.  In  1902  the  country  clearing  figures  were  first  published. 
The  figure  for  that  year  was  870  millions  and  the  total  for  1913  is 
1,389  millions. 

In  my  paper  before  the  Institute  of  Bankers  on  "  The  propor- 
"  tional  use  of  credit  documents  and  metallic  money  in  English 
"  banks,"  Institute  of  Bankers'  Journal,  Vol.  2,  I  renewed  my 
suggestion  made  in  1883  before  the  Manchester  Statistical  Society 
that  banking  statistics  continuously  collected  and  published  would 
afford  an  adequate  measure  of  trade.  This  was,  I  believed,  the 
first  proposal  of  the  kind,  and  the  figures  I  then  collected  were 
the  first  banking  census  that  had  been  made,  but  Professor  Jevons 
pointed  out  to  me  that  Mr.  Charles  Babbage  in  a  paper  read  before 
the  London  Statistical  Society  in  1855,  in  referring  to  banking 
statistics  and  the  transactions  of  Clearing  Houses  for  1839,  of 
which  he  had  procured  the  publication,  used  these  words  : 

"  In  the  examination  of  various  economical  questions  it  is 
"  desirable,  if  possible,  to  know  the  amount  of  exchanges,  as 
"  measured  by  money,  which  are  made  daily  throughout  the 
"  whole  year." 

Ten  years  later.  Sir  John  Lubbock,  giving  an  account  of  the 
country  clearing  to  the  Statistical  Society,  published  some  figures 
drawn  from  the  experience  of  his  own  house,  as  aids  in  the  ehici- 
dation  of  the  problem  stated  by  Mr.  Babbage.  In  the  same  paper 
he,  Sir  John  Lubbock,  suggested  the  publication  of  the  London 
Clearing  House  returns,  and  expressed  regret  that  in  regard  to 
the  country  clearing  he  was  not  in  a  position  to  give  any  informa- 
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tion.  The  country  clearing  is  a  purely  trading  record,  rising 
and  falling  with  the  tide  of  business  and  is  probably  the  best 
available  means  of  following  business  fluctuations.  Of  course, 
Professor  Jevons'  own  pregnant  work  cannot  be  omitted  from 
any  consideration  of  this  question.  Without  knowledge  of  these 
suggestions  I  made  the  first  incomplete  English  census  of  banking, 
and  about  the  same  time  the  Hon.  John  Jay  Knox,  Comptroller 
of  the  Currency  in  the  United  States,  made  a  much  fuller  one. 
It  is  more  than  time  for  a  new  census  of  English  banking  to  be  made, 
and  possibly  English  bankers  would  now  look  upon  the  matter 
more  kindly  than  they  did  in  1880. 

If  the  system  of  collecting  individual  cheques  through  London 
agents  was  an  intolerable  nuisance  in  danger  of  breaking  down 
by  its  own  weight,  what  would  have  been  the  position  to-day 
with  a  vast  mass  of  small  cheques  amounting  in  total  to  1,400 
millions  pounds  passing  through  the  country  clearing  ? 

It  is  only  possible  to  guess  at  the  number  of  cheques,  but  putting 
the  average  at  £30,  Mr.  Barnett's  figure  (a  purely  tentative  figure 
used  for  the  purposes  of  illustration),  then  there  would  have  been 
47  millions  of  single  cheques  passing  through  the  hands  of  the 
London  clearing  bankers,  and  if  every  one  hundred  cheques 
necessitated  the  writing  of  40  letters,  and  the  receiving  of  40 
payments,  then  there  would  have  been  about  19  millions  of  these 
small  transactions  to  deal  with. 

It  was  the  practical  business  ability  of  one  man — Mr.  Gillett — 
that  saved  the  situation. 


THE  METKOPOLITAN  CLEARING. 

In  1907  the  Metropolitan  Clearing  was  started — heralded  with 
the  usual  forebodings  by  those  who  were  to  receive  the  greatest 
benefit.  The  first  complete  year  of  working  (1908)  gave  a  total 
of  648  millions.  In  1913  the  total  was  856  millions.  This  is  another 
of  the  Uttle  economies  which  save  the  time  and  risk  of  sending 
clerks  on  "  walks,"  and  it  is  earnestly  to  be  hoped  that  still  further 
developments  in  this  direction  may  take  place.  » 

When  one  has  to  sort  a  vast  mass  of  articles  into  separate  classes, 
any  indication  that  tells  at  a  glance  to  which  class  the  individual 
article  belongs  is  useful.  Within  the  last  few  years  distinctive 
letters  have  been  printed  on  the  face  of  cheques  to  indicate  whether 
they  belong  to  the  London  or  the  Metropolitan  section  of  the 
clearing.  Small  things  often  count  for  much,  and  therefore  I 
call  to  mind  the  great  saving  of  time  in  listing  cheques  which  has 
been  effected  by  the  introduction  of  machines  which  not  only 
take  down  the  amount  of  each  cheque  but  on  the  mere  pulling  of 
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a  handle  give  the  correct  total.  This  is  another  illustration  of 
the  continuous  manner  in  which  improvements  and  inventions  act 
and  react  on  each  other,  and  make  it  possible  to  carry  on  success- 
fully a  system  which  without  such  relief  would  seem  in  danger  of 
breaking  down  because  of  its  unmanageable  magnitude. 

We  have  seen  that  the  urban  population  in  1901  was  5^  times 
that  of  1801.  The  great  commerce  of  England  had  made  many 
inconsiderable  towns  into  great  cities,  some  villages  into  large 
towns.  These  were  no  longer  isolated  units,  but  parts  of  a  busy 
industrial  community  knit  intimately  together  by  almost  instan- 
taneous communication.  The  old  private  banker  generally  con- 
fined his  operations  to  one  town. 


LIMITED   AND   UNLIMITED   LIABILITY. 

To  be  a  member  of  a  Joint  Stock  Company  before  limited 
liability,  was  to  incur  all  the  risk  of  partnership,  and  how  real 
such  risks  were  was  painfully  brought  home  to  the  mind  of  the 
country  by  the  disastrous  failure  of  the  City  of  Glasgow  Bank  in 
1878,  when  every  shareholder  of  £100  became  liable  for  £2,750. 

Limited  liabihty  not  only  gave  an  enormous  impulse  to  English 
trade,  but  it  ultimately  involved  the  extinction  of  the  private 
banker.  It  did  more — it  changed  the  form  under  which  most 
businesses  are  conducted  and  substituted  the  director  and  the 
manager  for  the  partner.  The  social  changes  which  are  conse- 
quent on  this  transformation  we  will  discuss  later.  English  law 
long  found  it  difficult  to  get  rid  of  the  idea  of  the  absolute  respon- 
sibiUty  of  each  partner  for  the  debts  of  his  firm  (of  course,  that 
liability,  with  certain  exceptions,  continues  to  this  day),  and  to 
conceive  the  idea  of  a  legal  person  or  perpetual  corporation  with 
a  declared  fixed  capital,  called  or  callable,  and  with  changing 
members  responsible  only  for  a  fixed  sum.  It  allowed  a  private 
partnership  to  trade  as  banker  or  merchant  without  any  evidence 
of  wealth  or  knowledge  of  the  way  in  which  that  wealth,  if  it 
existed,  was  invested.  It  allowed  son  to  succeed  father,  with  in- 
creasing liabilities  to  the  public,  without  information  as  to  how 
the  stability  of  the  business  was  affected  by  the  disposition  of  the 
father's  property,  and  without  any  knowledge  of  the  tastes,  training, 
or  fitness  for  business,  of  the  new  head  of  the  firm. 

"  Age  as  well  as  honesty  helps  the  prosperity  of  a  bank,"  as 
the  Economist  once  wisely  remarked.  And  age  and  reputation 
have  often  insured  the  survival  of  business  concerns  beyond  the 
time  when  capital  and  ability  alike  had  gone.  In  1885  there 
were  beheved  to  be  9,320  limited  companies  with  a  capital  of 
495  millions  on  the  register.     In  1913  there  were  60,000  companies 
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with  a  capital  of  2,400  millions.  In  1885  the  average  capital 
per  company  was  53,000.  In  1913  the  average  capital  per  com- 
pany was  40,000,  thus  showing  that  limited  UabiHty  is  in  England 
being  applied  to  smaller  concerns.  The  capital  of  a  limited 
company  is  known  to  anyone  who  cares  to  enquire.  Its  balance 
sheet  and  its  annual  report  are  open  to  public  scrutiny,  the  pro- 
ceedings of  its  shareholders'  meetings  are  public,  and  the  tenour 
of  the  report  of  the  public  accountant  who  audits  its  accounts, 
if  usually  known  in  full  only  to  the  directors  and  managers,  is 
reflected  in  the  certificate  he  appends  to  its  balance  sheet. 

Experts  in  accounts  make  a  systematic,  continuous  and  com- 
parative analysis  of  these  public  figures  and  can  shrewdly  decipher 
their  meaning.     These  things  tell. 


PASSING   OF   THE   PRIVATE   BANKER. 

The  old  private  banker  with  his  one  office,  did  not  publish  his 
balance  sheet.  He  might  be  as  rich  as  CrcEsus  or  really  as  poor 
as  a  church  mouse,  he  might  be  a  shrewd  banker  or  merely  a  genial 
country  gentleman.  So  long  as  his  credit  stood  high,  his  notes 
circulated  without  question,  he  enjoyed,  and  oftentimes  deserved 
the  consideration  due  to  great  position.  But  like  all  unknown 
quantities,  his  position  was  matter  of  speculation.  Rumour  and 
reputation  might  magnify  his  riches,  or  in  times  of  tension,  when 
losses  were  attributed  to  him,  might  easily  magnify  their  signi- 
ficance, because  there  was  no  means  of  ascertaining  the  amount 
of  capital  available  to  sustain  the  credit  of  the  bank.  Time  altered 
this,  and  w^ithout  compulsion  of  law  the  private  banks  began  to 
publish  balance  sheets.  Even  the  strongest  of  them  were  relatively 
small  when  com'pared  with  their  joint  stock  competitors,  and  the 
disproportion  in  size  increased.  A  bank  with  a  few  milUons  of 
deposits  would  be  imprudent  if  it  were  to  undertake  large  accounts 
which  would  necessarily  lock  up  too  large  a  proportion  of  its 
resources  in  one  direction.  Hence  large  business  tends  to  gravitate 
to  the  larger  banks.  The  joint  stock  banker  is  compelled  by  law 
to  publish  his  balance  sheet,  showing  capital,  reserves,  assets 
and  Habilities.  The  broad  facts  of  his  position  are  open  to  mer- 
cantile criticism.  Experience  has  taught  chairmen  to  take 
shareholders,  and  through  them  the  public,  into  their  confidence 
when  public  conditions  such  as  we  have  been  continually  experi- 
encing during  the  last  few  years  have  made  necessary  the  allocation 
of  large  sums  to  depreciation  of  securities.  Then  there  is  the 
safeguard  of  the  audit. 

With  the  private  banker  matters  were  different.  One  private 
fortune  (or  the  fortunes  of  a  family)  was  the  only  thing  available. 
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But  most  important  of  all — a  source  of  weakness  common  to  all 
private  businesses — iva^  the  hereditary  nature  of  the  management. 
A  great  business  man  followed  by  successors  chosen  out  of  the 
same  family,  and  those  successors  unable  or  unwilling  to  bear 
the  inherited  burden  and  quite  willing  to  get  rid  of  responsibiUty 
by  amalgamation  or  sale.  In  contrast  to  the  private  concern — 
the  limited  company — a  perpetual  corporation,  with  a  fixed 
minimum  capital  and  growing  reserves,  had  no  fear  that  the 
death  of  a  partner  might  involve  the  withdrawal  of  capital,  and 
so  long  as  it  continued  apparently  successful,  it  had  the  knowledge 
that  if  further  capital  were  needed  for  the  development  of  the 
business,  there  was  available  a  reservoir  of  investors  willing  to 
take  a  fixed  share  in  the  business  by  applying  for  shares,  often 
sold  at  a  premium  which  represented  the  estimate  of  the  value 
the  public  placed  upon  the  opportunity  of  sharing  in  the  future 
fortunes  of  the  bank  or  public  company. 

Private  bankers,  like  other  men  with  great  possessions  or  with 
a  valuable  trading  name,  were  not  slow  to  see  that  they  could 
realise  their  fortunes  by  sale  to  a  limited  company  or  by  the  creation 
of  a  limited  company  bearing  the  old  name,  but  in  which  their  own 
risk  was  defined  and  the  bulk  of  their  private  fortune  left  free  for 
enjoyment  or  use  in  other  directions. 

The  motives  that  moved  the  private  banker  moved  the  mer- 
chant and  the  manufacturer  also.  The  inability  to  find  a  trust- 
worthy successor,  desire  to  be  released  from  the  anxieties  of  busi- 
ness, the  knowledge  that  combination  might  profitably  group  a 
number  of  competing  concerns  under  one  management,  all  these 
among  other  motives,  swayed  men. 


LIMITED   LIABILITY.      SOME   OF   ITS   EFFECTS. 

I  quote  the  titles  of  a  few  familiar  combines  illustrating  the  effect 
of  "  limited  liability  " — and  some  examples  of  famous  private 
business  concerns  which  have  retained  the  old  trading  names,  and 
under  professional  management  have  prospered  and  vastly  in- 
creased in  size.  The  list  might  be  extended  indefinitely,  but  the 
following  will  suffice.  The  Fine  Cotton  Spinners  and  Doublers' 
Association,  the  Bleachers'  Association,  the  Calico  Printers'  Asso- 
ciation, English  Sewing  Cotton  Company,  British  Cotton  and  Wool 
Dyers.  These  five  combines,  apart  from  subsequent  additions, 
absorbed  about  182  firms.  In  Armstrong,  Whitworth  &  Co.  there 
are  no  Whitworths  or  Armstrongs  ;  in  Bessemers — no  Bessemer  ; 
in  Beyer,  Peacock  &  Co. — no  Beyers  or  Peacocks  ;  in  Bolckow, 
Vaughan  &  Co. — no  Bolckow  or  Vaughans  ;  in  John  Brown  &  Co. 
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— no  Browns  ;  in  Cammell,  Laird  &  Co. — no  Cammells  or  Lairds  ; 
in  John  Ryland  &  Co. — no  Rylands. 

Among  banks  which  have  retained  the  private  title  one  thinks 
at  once  of  Barclays,  Lloyds,  Parr's,  while  there  are  other  great 
institutions  which  have  adopted  territorial  titles,  such  as  the 
Capital  and  Counties,  London  City  and  Midland,  London  County 
and  Westminster,  Union  of  London  and  Smiths.  In  each  the 
original  institution  was  comparatively  small  when  compared  with 
its  joint  stock  successor,  and  in  each  case  jt  represents  a  mixed 
combination  of  amalgamated  smaller  private  and  joint  stock 
banks.  This  is  of  importance,  because  it  would  be  folly  to  believe 
that  the  varied  experience  which  local  managers,  local  directors 
and  amalgamated  private  bankers  have  individually  brought  into 
the  common  stock  of  the  amalgamated  body  has  been  ignored  or 
wasted.  Unity  of  administration  has  come,  but  it  would  require 
fools  in  high  places  to  waste  the  varied  local  experience  at  their 
command. 

The  social  and  economic  change  involved  in  this  transformation 
of  private  concerns  into  limited  companies  is  worthy  of  considera- 
tion. One  consequence  is  to  give  us  the  professional  banker,  and 
its  parallel  consequences  are  to  give  us  the  professional  manager, 
and,  by  and  by,  the  professional  director.  All  business  enterprises 
become  bigger.  The  great  combines  which  we  have  considered, 
the  great  new  banking  system,  the  decline  of  private  banking  and 
of  private  business  concerns,  point  in  the  same  direction.  The  new 
small  trader  is  not  anything  like  so  numerous  as  he  was.  His 
representative  manages  a  branch,  or  a  business,  or  he  is  a  director. 
Limited  liability  is  responsible  for  much  of  this  change.  As  the 
industrial  and  distributive  organization  of  the  country  developed, 
so  an  adequate  organisation  of  the  credit  system  of  the  country 
became  essential.  The  application  of  the  principle  of  limited 
liability  to  banking  hastened  this  desirable  end. 

If  you  take  the  trouble  to  look  over  the  names  of  the  firms  in- 
cluded in  the  great  combines,  or  study  the  lists  of  directors  of  any 
of  the  great  indiistrial  concerns  which  trade  as  companies  under 
a  personal  name,  you  will  notice  that  more  and  more  the  family 
of  the  founder  has  disappeared,  and  strangers  manage  the  business. 
The  possession  of  wealth  is  rarely  an  incentive  to  work. 

The  possibility  of  turning  an  old  business  into  a  company  has 
solved  many  personal  difficulties,  but  it  has  done  more,  it  has  created 
an  economic  revolution. 

The  private  banker  is  disappearing,  but  even  if  he  were  not 
there  was  not  sufficient  of  him  to  go  round.  We  wanted  thou- 
sands, we  possessed  scores.  The  pressure  of  the  times  determined 
that  he  should  go,  and  that  his  converted  business  should  lose  its 
identity  under  some  territorial  name,  or  be  absorbed  in  one  of  the 
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great  combines,  such  as  "  Lloyds,"  which  have  retained  a  personal 
name  as  the  title  of  a  new  company.  The  same  reasoning  applies 
to  industrial  concerns.  The  businesses  belong  to  shareholders, 
and  they  exist  to  make  a  legitimate  profit  as  all  businesses  must 
which  are  to  survive.  Hence,  be  it  banker  or  trader,  the  new 
direction  as  the  old  control  died  away,  looked  out,  when  necessary, 
for  new  blood. 


THE    PROFESSIONAL    BANKER. 

And  this  brings  us  directly  on  the  fact  that  the  banking  com- 
munity in  England  and  Wales  needs  some  6,000  trained  officials 
to  carry  on  the  business  side  of  their  work.  The  purely  clerical 
staff  of  about  30,000  men  is  another  matter.  It  is  quite  a  question 
whether  the  future  heads  of  the  banks  are  to  come  from  the  staff 
by  promotion  or  from  outside.  The  qualities  that  make  a  good  clerk 
do  not  necessarily  make  a  good  banker.  True,  the  banker's  clerk 
enjoys  opportunities  of  acquiring  a  knowledge  of  routine,  and 
indeed  of  practical  acquaintance  with  the  business  side  of  his  work 
which  an  outsider  would,  so  far  as  it  was  necessary,  need  to  get  by 
somewhat  laborious  effort,  but  the  banker  must  be  a  well-informed, 
well-educated  man.  He  must  be  a  man  of  affairs,  with  a  catholic 
outlook  on  life.  If  the  clerk,  like  the  corporal,  is  to  carry  the 
baton  in  his  knapsack,  he  must  decide  early  whether  he  is  going  to 
qualify  for  a  professional  position  or  not.  Taking  the  emoluments 
of  a  family  medical  man,  or  of  a  solicitor,  as  against  the  prospects 
of  a  really  able  bank  official,  the  comparison,  taking  into  considera- 
tion security  of  tenure,  chances  of  promotion  and  the  pension,  is 
not  unfavourable  to  the  official.  It  is  all  a  question  of  education, 
industry  and  aptitude.  The  same  considerations  apply  to  indus- 
trial concerns.  There  is  no  longer  the  hereditary  owner.  The 
company  looks  out  for  managers,  and  directors,  able  to  conduct 
its  operations  successfully.  The  very  essence  of  a  company  is 
that  it  goes  on  perpetually,  and  the  work  is  more  and  more  profes- 
sional. 

Looking  at  the  facts  before  us  it  is  evident  that  the  private  trader 
is  disappearing.  This  change  means  the  diminution  of  the  class 
from  which  directors  are  drawn,  and  management  and  directorate 
are  alike  becoming  professional.  In  a  broad  sense,  the  public,  or 
the  industrious  and  saving  members  of  the  public,  are  filling  the 
shoes  of  the  private  owner,  and  diffusing  throughout  the  community 
the  wealth  that  used  to  belong  to  the  few. 

In  the  world  of  charity  this  change  is  already  showing  its  effect. 
A  multitude  of  small  men  cannot  give  on  the  scale  that  was  possible 
to  the  princely  beneficence  of  the  rich. 
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We  have  seen  the  process  of  evolution.  Next  week  we  will 
try  to  watch  the  machine  at  work,  and  discuss  points  in  which  im- 
provement seems  to  be  desirable  and  possible.  But  we  must 
always  remember  that  we  are  dealing  with  an  organisation  that  so 
far  has  always  responded  to  successive  public  needs,  and  of  which 
there  is  no  reason  to  believe  we  have  exhausted  the  capabilities. 


BANKS  IN  ENGLAND  AND  WALES. 


.                                            Banks. 

Total 
number 
offices. 

Deposits 

in 
Millions. 

Banks  with  more  than  400  ofl&ces                   4 

2,398 

278 

200  and  under  400    8 

2,232 

330 

100  and  under  200    8 

1,141 

120 

20 

5,771 

728 

Bank  of  England              . .          . .          . .       1 

12 

49 

The  West-End  Banks  and  City  Banks           6 

6 

39 

Group  (1)  27 

5,789 

816 

Banks  not  included  in  above  Table      . .     36 

738 

43 

Group  (2)  63 

6,.527 

859 

Branches  Irish  and  Scotch  Banks  in  Eng- 

land 

24 

Branches  Foreign  and  Colonial  Banks    . . 

158 
6,709 

Ireland  and  Scotland       . .          . .          . .     20 

2,100 

221 

83 


8,809          1,080 


The  above  table  is  broadly  accurate.  The  group  of  27  banks 
includes  5,789,  or  89  per  cent,  of  the  total  number  of  offices  of 
English  banks  in  England  and  Wales,  and  controls  816  millions,  or 
95  per  cent,  of  the  deposits  in  English  banks. 
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LECTURE    II. 

THE  EFFECTS  OF  THE  EVOLUTION   OF  MODERN 
TRADE  AND   BANKING. 


We  discussed  last  week  the  development  of  the  modern  industrial 
system  in  England,  and  of  the  influence  of  some  of  the  factors 
which  have  rendered  internal  communication  rapid  and  easy, 
and  thus  knit  the  scattered  towns  and  villages  into  one  inter- 
dependent whole.  We  discussed  also  the  influence  of  the  penny 
post,  of  the  adoption  of  the  telegraph,  and  the  telephone.  We 
also  reviewed  the  conditions  which  had  stimulated  the  develop- 
ment of  English  manufactures  at  the  beginning  of  the  19th 
century,  and  spoke  of  the  decisive  effect  of  the  possession  of  a 
great  mercantile  marine  (rendered  many  times  more  efficient  by 
the  use  of  steam  power,  and  by  successive  improvements  in  the 
art  of  shipbuilding)  in  opening  out  new  markets  for  the  enormous 
productions  of  English  industry.  We  also  glanced  at  the  chaotic 
condition  of  English  currency  laws  at  the  beginning  of  the  19th 
century,  at  the  successive  improvements  which  culminated  in  the 
Bank  Charter  Act  of  1844,  at  the  establishment  of  Joint  Stock 
Banks,  at  the  results  of  the  coming  of  Free  Trade,  of  the  adoption 
of  the  cheque  in  place  of  the  bank  note  as  the  money  of  commerce — 
in  itself  a  factor  of  enormous  importance,  whose  meaning  and 
consequences  we  are  only  now  fully  appreciating — at  the  decisive 
effect  of  limited  liability  in  changing  the  private  banking  system 
of  England  into  a  joint  stock  system,  and  of  the  coming  of  the 
great  banks.  We  also  discussed  the  social  changes  which  appear 
to  be  coming  as  a  result  of  limited  liability.  We  considered  the 
influence  of  the  great  system  of  credit  banking— as  analagous  in 
its  effects  on  the  prosperity  of  the  country  to  some  of  the  material 
inventions  which  had  made  England  the  greatest  trading  nation 
in  the  world.  We  now  propose  to  consider  the  effect  of  these 
changes  and  to  enquire  in  what  particulars  improvements  on  the 
new  system  appeared  to  be  desirable  and  possible. 

If  we  examine  the  balance  sheet  of  any  bank,  we  find  that  the 
banker  has  a  dual  relation  to  the  public.  He  is,  on  the  one  hand, 
a  borrower  of  credit,  and  on  the  other  a  lender,  and  the  first  con- 
dition of  success  is  that  the  banker  shall  so  command  the  public 
confidence  that  the  public  shall  freely  lend  him  money.     That  is 
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equal  to  saying  that  his  undisturbed  and  continuous  command 
of  deposit  money  shall  be  on  a  great  scale.  It  is  patent  that  unless 
a  bank  holds  considerable  deposits  it  cannot  trade  on  a  large 
scale.  A  consideration  of  the  case  of  new  banks  that  have  yet  to 
win  the  confidence  of  the  public  will  make  this  point  clear. 


NEW   BANKS. 

For  the  first  few  years  the  return  to  shareholders  is  under  5  per 
cent.,  and  even  when  prudent  management  and  the  mere  fact  of 
living  on  has  given  the  new  bank  a  footing,  the  dividend  return  to 
shareholders  will  increase  slowly,  for  two  obvious  reasons  : 

(1)  The  need  for  building  up  reserves  (which  seem  inadequate 
when  compared  with  the  accumulations  of  its  older  competitors), 
public  and  hidden,  providing  for  depreciation  of  buildings,  etc., 
and  (2)  because  the  relative  proportions  between  the  capital  and 
the  deposits  of  the  bank  will  be  too  equal  to  admit  of  a  large 
dividend.  We  have  always  to  bear  in  mind  that  if  the  bank's 
capital  be,  say,  50  per  cent,  of  the  money  employed,  and  its  deposits 
only  equal  to  its  capital,  then  the  margin  of  profit  earned  on 
deposits  can  make  only  a  modest  addition  to  the  return  on  share- 
holders' capital.  That  is  to  say,  its  working  expenses  must  be 
disproportionately  heavy  to  its  earnings.  .  It  is  when  time  and  con- 
fidence have  altered  the  proportion  of  shareholders'  capital  to  some 
8  per  cent,  of  the  total  capital  employed  that  dividends  wax  fat, 
and  the  public  marvels  that  they  are  so  great,  but  does  not  always 
remember  that  a  profit  of  1  per  cent,  on  £44,000,000  of  deposits 
equals  a  dividend  of  22  per  cent,  on  £2,000,000  of  paid  up  capital. 
This  is  an  illustration,  as  artists  would  say,  drawn  from  life,  but 
when  profits  are  such  a  small  percentage  of  the  money  employed 
one  sees  sharply  how  necessary  it  is  that  the  business  shall  be 
competently  managed  so  as  to  avoid  heavy  losses.  On  examining 
the  balance  sheet  of  one  large  London  bank,  and  also  of  a  large 
purely  provincial  bank,  I  got  the  following  results.  Taking  the 
gross  profits  of  the  London  bank  at  100,  pensions  and  salaries 
absorbed  49.4  per  cent.,  depreciation  of  securities  16.3  per  cent., 
premises  7  per  cent.,  shareholders'  dividend  27.4.  The  share- 
holders' paid  up  capital  and  the  reserve  fund  amounted  to  8 
per  cent,  of  the  total  capital  employed.  Taking  the  provincial 
bank  and  the  gross  profit  as  100,  salaries  absorbed  40  per  cent., 
depreciation  13  per  cent.,  dividend  45  per  cent.  Adopting  a  similar 
mode  of  analysis  the  shareholders'  capital  and  reserve  fund  were 
about  9  per  cent,  of  the  total  funds  employed.  Banking  is  paid 
for  by   extremely  fine  percentages.     I   have  used  these   simple 
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illitstrations  to  show  how,  and  why,  the  profits  of  banks  increase. 
It  is  the  small  percentage  of  profit  on  deposits  which  are  proportion- 
ately very  large  to  the  paid  up  capital  on  which  a  dividend  has 
to  be  earned  and  paid,  that  makes  the  rate  of  dividend  high.  But 
that  is  not  all.  All  prudently  managed  concerns  try  to  build  up 
reserve  funds  and  hidden  reserves,  which  earn  interest  which  is 
available  to  increase  the  dividend  of  the  bank.  It  is  a  matter  for 
grave  consideration  whether  the  paid  up  capital  of  a  bank  should 
not  bear  a  fixed  proportion  to  its  deposit  liabilities. 


BANKING,    SOUND   AND   UNSOUND. 

A  banker  does  not  lend  the  whole  of  his  money.  He  probably 
lends  to  the  public  50%  of  his  deposits,  and  his  business  is  to  so 
lend  the  money  that  it  is  always  coming  in  and  always  going  out. 
He  cannot,  as  banker,  lend  money  to  go  into  buildings,  plant,  works, 
or  into  any  permanent  form.  If  he  does  that  he  has  made  a  fixed 
investment,  he  has  become  a  partner.  That  is  not  his  business. 
He  borrows  from  the  public  on  condition  that  if  he  is  asked  for  the 
money  he  will  repay  it  on  demand,  or  at  the  end  of  the  fixed 
agreed  notice.  Consequently  he  must  keep  cash  in  hand,  bills 
which  fall  due  in  a  reasonable  time,  and  securities  which  are 
readily  saleable.  Many  small  banks  with  a  very  moderate  amount 
of  deposits,  have  from  time  to  time  found  themselves  pinched 
in  their  finance  by  the  necessity  of  making  loans  to  manufacturers, 
which  become  more  or  less  fixed.  The  requirement  was  possibly, 
at  the  time,  legitimate,  the  means  of  satisfying  it  insufficient, 
and  any  serious  delay  in  repayment  was  an  embarrassment  to 
the  bank.  Hence  some  amalgamations  with  bigger  institutions 
which  had  free  money,  drawn  from  deposit-producing  districts 
where  it  was  not  needed  for  local  trading.  I  wish  to  dwell  on  this 
subject.  A  banker  ought  not  to  become  a  partner.  Everybody 
practically  has  some  cash  at  his  bankers.  The  total  deposits 
of  the  banks  of  the  United  Kingdom  amount  to  over  1,000  millions, 
practically  repayable  on  demand.  Some  foreign  banks  take  an 
interest  and  a  share  in  industrial  enterprises  which  lock  up  capital. 
But  the  British  banking  system  differs  from  all  others,  and  it 
has  therefore  to  obey  the  laws  of  its  own  being,  and  it  cannot 
conform  to  the  conditions  of  the  half-bank,  half-investment  or 
pioneering  conditions  of  foreign  concerns.  In  England  there  is 
not  the  need  to  look  to  the  banks  for  permanent  capital.  There 
is  a  more  or  less  prevalent  misconception  on  this  subject.  Some 
persons  believe  that  it  is  the  business  of  a  banker  to  find  the 
capital  to  enable  thrifty  young  men  to  start  in  life,  or  to  finance 
sqme  promising  venture  which  is  said  to  contain  potential  wealth. 
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But  that  is  not  so,  although  there  are  still  living,  men  who  can 
tell  wonderful  tales  of  the  help  received  by  their  grandfathers 
from  far-seeing  and  acute  bankers.  As  an  Armenian  notable 
once  said  to  me,  by  his  interpreter,  "  The  banker  is  the  nursing 
"  mother  of  the  merchant."  There  is  a  connection,  but  I  am 
afraid  that  he  wished  to  claim  too  close  a  relationship.  The 
banker's  work  is  to  supply  money  for  seasonal  purposes.  The 
permanent  means  of  production  such  as  works,  manufactures, 
canals,  railways,  for  example,  must  be  provided  in  some  other 
way  if  possible,  without  recourse  to  the  ruinous  tender  mercies 
of  the  company  promoter. 

The  rotation  of  the  sun  ripens  the  crops  on  which  human  labour 
has  been  employed,  and  the  gathering,  utilising,  carrying,  distri- 
bution and  putting  them  on  the  market  for  consumption,  was 
thus  described  by  Adam  Smith.  "  The  annual  labour  of  every 
'"''  nation  is  the  fund  which  supplies  it  with  all  the  necessaries  and 
"  conveniences  of  life."  Temporary  advances  for  a  trading  or 
manufacturing  purpose,  or  for  any  legitimate  purpose,  so  that 
the  advance  is  temporary,  and  the  fact  of  advancing  the  money 
helps  to  make  or  sell  the  article  out  of  which  repayment  is  to 
come,  is  our  business.  It  is  lamentably  true  that  there  have  been 
bankers  in  the  past  who  have  been  ignorant  of  or  careless  of  this 
vital  rule,  and  have  allowed  themselves  to  make  advances  which 
become  in  reality  permanent  loans.  Take,  for  example,  the 
hypothetical  case  of  a  banker  who  has,  say,  10  millions  of  deposits. 
The  amount  of  this  trading  power  is,  nominally,  the  sum  (say 
five  millions),  he  is  able  to  lend  to  the  public,  but  if  he  locks  up 
any  proportion  of  his  means  in  a  permanent  form,  then  his  lending 
power  as  banker  is  pro  ratio  diminished.  If  he  does  this  on  a  suffi- 
cient scale  he  has  become  a  mortgagee,  and  the  history  of  bank 
failures  is  full  of  examples  of  the  results  of  this  kind  of  ignorance. 

There  is  to-day  a  much  greater  regard  for  the  sound  rules  of 
banking  than  there  has  been  at  any  previous  time,  and  this  may 
account  for  some  of  the  complaints  which  one  hears  from  time  to 
time  that  bankers  do  not  lend  with  sufficient  freedom.  The  fact 
is  they  have  learned  by  several  generations  of  experience  that 
their  craft  has  a  scientific  basis,  and  that  business  carried  on  in 
defiance  or  in  disregard  of  that  scientific  basis  cannot  permanently 
prosper.  There  is  no  hesitation  to  lend,  but  probably  a  greater 
and  more  judicious  discrimination  in  lending.  Put  into  a  few 
words  it  comes  to  this  :  I  borrow  from  the  public  a  given  sum  of 
money,  which  I  promise  to  repay  on  demand.  I  then  proceed  to 
lend  it,  for  more  or  less  extended  periods,  to  build  mills,  for  example. 
How  am  I  to  repay  on  demand  ?  It  is  well  worth  enquiry  whether 
the  proportion  of  paid  up  capital  is  not  too  small  in  the  case  of 
some  banks. 
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BUILDING  SOCIETIES. 

A  few  years  ago  many  building  societies,  especially  in  the  North 
of  England,  undertook  the  ordinary  work  of  lending  to  members 
on  mortgage  of  property — the  mortgages  to  run  for  a  series  of 
years,  and  to  be  repayable  by  instalments.  They  then  took 
loans  of  large  amounts  from  the  public,  repayable  at  a  month's, 
three  months',  six  months',  or  even  twelve  months'  notice.  And 
for  a  time  there  was  an  appearance  of  dazzling  prosperity.  But 
by  and  by  loan-holders,  wishful  for  repayment  of  their  money, 
became  numerous,  and  the  instalments  of  repayments  from  mem- 
bers ceased  to  be  sufficient  to  meet  the  maturing  demands  of  the 
loan-holders.  A  run  followed.  There  was  a  long  liquidation. 
If  a  building  society  failed  under  such  conditions,  would  not  a 
bank  (whose  liabilities  are  repayable  practically  on  demand)  soon 
succumb  to  a  like  fate  if  it  ceased  to  be  banker,  and  followed 
these  utterly  unsound  building  society  methods. 


NEW  GREAT   BANK   IMPROBABLE. 

I  used  as  an  illustration  the  difficulties  attending  the  early 
years  of  a  new  bank,  but  I  think,  judging  from  the  complex  and 
highly  organised  nature  of  the  mechanism  of  modern  English 
banking,  and  from  the  fact  that  banks  are  now  public  institutions 
that  the  successful  founding  of  a  new  great  bank  is  highly  improb- 
able. We  have  seen  concerns  like  the  Birkbeck  Bank  rise  and 
fall — fair  weather  concerns — promising  a  high  rate  of  interest  to 
depositors,  which  they  earned  by  the  margin  between  the  rate 
they  received  on  investments,  and  the  rates  they  allowed  to 
depositors.  But  they  could  only  keep  afloat  on  calm  seas.  A 
general  depreciation  in  investments  left  a  hole  in  the  balance 
sheet  which  they  had  no  means  of  stopping. 


BILLS  AS   RESERVES    VERSUS   INVESTMENTS. 

It  is  always  the  same  story — disregarded  rules  and  failure. 
It  is  a  moot  question  in  my  own  mind  whether  a  great  bill 
case  is  not  better  than  investments,  and  I  incUne  to  plump 
for  the  bills.  Bills  mature.  True,  at  times  they  give  a  very 
small  interest  return,  but  they  do  not  depreciate.  We  saw 
earlier  on,  that  the  banks  should  not  be  called  upon  to  pro- 
vide permanent  capital  for  the  trader.  In  England  there  is 
no    hardship   in   this.     The   limited    liabiUty   Acts    enabled  men 
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to  take  a  fixed  share  in  any  new  undertaking  which  was  open 
to  pubhc  subscription,  and  it  enabled  partners  to  turn  over 
their  business  to  the  pubUc.  In  effect,  Umited  Uability  acted  as 
a  powerful  and  continuous  fertiliser  in  the  field  of  British  enter- 
prise. The  public  soon  learned  the  lesson  of  safety  or  of 
limited  risk.  If  they  put  £100  into  a  new  venture  and  lost 
the  money,  there  was  an  end  of  the  matter.  Before  limited 
liability  the  £100  would  have  constituted  a  partnership,  and  a 
whole  fortune  would  have  been  at  stake.  The  stocking  was  no 
longer  needed  for  hoarding  purposes.  A  new  invention,  an  im- 
proved process,  the  extension  of  the  business  of  an  old  and  reputable 
firm  when  put  before  the  public  rarely  failed  to  attract  the  necessary 
capital.  Once  the  capital  was  found  and  the  business  started, 
a  permanent  factor  in  the  wealth-producing  instruments  of  the 
country  was  added  to  its  resources.  Capital  was  dedicated  to 
trade. 

MANAGEMENT. 

Of  course  the  human  factor  still  had  to  be  reckoned  with.  The 
bow  of  Ulysses  was  useless  unless  a  man  could  be  found  strong 
enough  to  draw  it.  The  mechanical  aids  to  industry  which  so 
mightily  help  man,  would  be  idle  if  there  were  not  the  human 
skill  to  control  them,  and  the  mechanism  of  trade  would  degenerate 
into  the  idle  leisure  of  the  savage  if  the  supply  of  trained  minds 
failed. 

Limited  liability  has  demonstrated  the  fact  that  the  community 
can  supply  the  capital  to  develop  any  project  of  public  utility, 
and  it  has  opened  new  careers  to  great  classes  of  men.  It  has 
produced  the  professional  banker,  and  the  professional  head  of 
the  trading  concern.  In  this  illustration  I  hope  that  I  have  made 
it  clear  that  if  a  banker  confines  himself  to  his  legitimate  business 
of  helping  the  seasonal  operations  of  trade  (using  this  term  in  a 
very  wide  and  elastic  way),  this  opens  a  wide  and  varied  field  of 
public  usefulness  to  him,  and  he  in  no  way  hinders  the  develop- 
ment of  any  permanent  work  of  public  worth.  Companies,  like 
individuals,  need  money  for  temporary  purposes.  A  banker 
trusts  an  individual  because  he  knows  all  about  him  and  his 
business.  But  the  real  business  of  a  banker  is  to  lend  on  security 
for  a  temporary  trading  or  any  legitimate  purpose. 

Sir  Felix  Schuster,  at  the  Institute  of  Bankers,  speaking  of 
foreign  trade,  said  : 

"  A  bill  of  exchange  on  London  is  the  recognised  medium  of 
"  settling  international  transactions.  The  dealing  in  such  bills 
''is  of  constant  occurrence.     London  names  are  universally  known. 
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"  True,  a  certain  number  of  bills  are  drawn  on  Germany,  or  France, 
'*  or  Belgium,  for  goods  shipped  there  from  transatlantic  countries, 
"  but  the  number  of  such  bills  is  comparatively  small,  and  they 
"  are  only  used  in  connection  with  trade  between  those  respective 
"  countries,  and  not  as  international  mediums  of  exchange.  As 
"  regards  shipments  of  goods  to  the  United  Kingdom,  the  shipper 
"  almost  invariably  obtains  payment  for  those  goods  by  selling 
"  bis  bill  on  London  to  the  local  bank  ;  but  not  only  that,  in  most 
"  cases  he  would  prefer,  when  he  sends  goods  to  any  part  of  the 
"  continent  of  Europe,  or  to  the  United  States,  to  draw  a  bill  on 
"  London  against  them,  leaving  the  purchaser  to  settle  with  the 
"  London  banker.  In  using  the  term  banker,  I  include,  of  course, 
"  the  large  number  of  so-called  merchant  bankers  who  make  a 
"  speciality  of  this  kind  of  business.  Thus  the  China  merchant 
"  who  sells  tea  to  Russia  or  Germany,  or  silks  to  the  United  States, 
"  will  probably  obtain  payment  through  the  medium  of  the  London 
"  money  market.  There  is  an  absolutely  free  market,  because 
"  there  is  always  a  supply,  and  there  is  always  a  demand,  and  that 
"  really  in  every  part  of  the  world." 

This  illustrates  Lord  Goschen's  statement  that  the  source  of 
English  banking  supremacy  is  in  her  stupendous  exports,  but  it 
also  explains  the  difficulty  which  confronts  English  bankers  when 
they  attempt  to  build  up  a  foreign  bill  case. 


FOREIGN  BANKS  AND  BRANCHES  IN  ENGLAND. 

In  this  free  market  we  also  see  the  reason  for  the  increase  in  the 
number  of  foreign  banks  in  London,  and  for  the  fact  that  the  great 
British  colonial  banks  find  advantage  in  possessing  offices  there. 
The  London  branches  of  purely  foreign  banks  have  increased  in 
number  from  18  in  1890  to  42  in  1912. 

In  remote  parts  of  Asia,  Africa,  America,  Australia,  New  Zealand 
or  the  islands  of  the  sea  you  can  get  banking  facilities.  Either 
English,  Colonial  or  foreign  houses  are  to  be  found  everywhere.  A 
merely  hurried  glance  through  the  pages  of  the  Banking  Almanac 
is  convincing.  A  shipper  of  produce  can  send  his  draft  for  col- 
lection, or  he  can  discount  it  for  cash,  in  places  which  to  our  fathers 
were  in  wonderland,  and  almost  invariably  the  draft  will  be  drawn 
on  London.  It  would  frequently  happen  that  some  exports  could 
not  be  made  at  all  if  there  were  not  facilities  for  financing  them  at 
once  and  on  the  spot.  Men  cannot  afford  to  wait  until  produce 
has  been  shipped,  landed,  sold  and  proceeds  accounted  for,  fre- 
quently after  months  ;  but  modern  banking  has  altered  that. 

The  things  that  a  banker  may  lend  on,  either  in  London  or  in 
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the  Fiji  Islands,  and  the  purposes  for  which  he  lends  are  as  various 
as  the  needs  of  the  race.  There  is  no  fixed  list  of  articles  beyond 
which  the  banker  may  not  go.  Perishable  goods  may  be  quite 
safely  lent  upon  if  they  are  properly  insured.  A  few  years  ago 
the  "  Soya  "  bean  was  unknown  to  trade.  But  within  a  short 
time  it  became  an  important  article  of  commerce,  and  its  shipment 
employed  a  considerable  tonnage. 

Each  country  has  its  special  products,  and  in  England  many 
districts  have  special  trades  :  Yorkshire  woollens,  Lancashire 
cottons,  are  common  examples  of  this.  But  in  a  country  such  as 
England,  there  are  myriads  of  articles  which  are  brought  from 
abroad  or  manufactured  at  home  to  undergo  some  further  process 
in  another  part  of  the  country,  and  upon  which  the  banker  may 
and  does  lend.  What  is  wanted  is  the  expert  with  a  competent 
knowledge  of  the  things  he  is  lending  on — and  such  men — often 
with  a  purely  local  knowledge — are  invaluable.  Fraud  is  rare, 
but  mistakes  arise  between  parties,  failures  make  it  necessary  to 
ascertain  the  legal  rights  of  parties,  and  the  expert  must  know 
sufficient  of  mercantile  law  to  enable  him  to  judge  that  the  docu- 
ments he  is  dealing  with  give  a  good  title  to  the  articles  taken  as 
security.  Insurance  plays  a  great  part  in  such  transactions,  be- 
cause of  the  thousand  accidents  by  which  goods  are  lost,  damaged, 
stolen  or  shipwrecked. 

I  believe  that,  at  a  price,  it  is  possible  to  insure  almost  any 
conceivable  article  against  any  contingency.  For  instance,  the 
possible  loss  at  a  flower  show,  because  the  day  on  which  it  is  held 
turns  out  to  be  a  wet  one. 


MANAGEMENT  AND  THE  EXPERT. 

I  remember,  years  ago,  a  branch  manager  who  lent  money  on 
tobacco  in  bond,  forgetful  of  the  duties  to  be  paid,  and  the  ware- 
house rent  running  on  the  goods.  He  lent  too  much.  An  expert 
would  have  taken  the  two  items  into  account.  A  banker  is  a  trader, 
with  only  one  article  to  sell — money — but  his  trade  touches  all 
trades,  and  if  he  is  to  be  of  any  use  in  the  neighbourhood  in  which 
he  works  he  must  know  the  peculiarities  of  his  district.  The 
prosperity  of  his  neighbours  is  the  prosperity  of  the  banker.  Really 
if  he  knows  his  work  well  he  is  in  delightful  contact  with  the  whole 
life  of  a  place.  The  old  private  banker  with  his  personal  know- 
ledge of  the  town  in  which  he  worked,  knew  everybody,  their  busi- 
ness, their  character,  their  family  history,  and  everyone  knew  him. 

I  remember  a  remark  made  to  a  banker  about  a  farmer  who  rode 
remarkably  good  horses.  Said  his  friend,  in  the  tone  of  one  giving 
a  friendly  warning,   "  So-and-So  has  a  very  expensive  mount." 


50  English  Banking. 

"  Yes,"  said  the  banker,  "  that's  his  business.  He  breeds  'em,  and 
he  sells  them  at  the  meet." 

It  is  said  that  this  personal  side  has  been  lost  by  the  Joint  Stock 
banker.  But  is  it  so  ?  Let  us  recollect  that  if  there  were  private 
banks  in  some  places,  there  were  not  many  of  them,  and  until  the 
great  development  of  Joint  Stock  banking  there  was  no  bank  at 
all  in  most  places. 

Except  in  a  comparatively  small  number  of  the  larger  towns,  it 
would  not  have  paid  to  establish  independent  banks.  Therefore 
the  branch  bank  was  the  only  possible  mode  of  obtaining  banking 
facilities.  As  a  matter  of  fact,  branch  managers  often  settle  down 
for  years  in  one  place,  and  identify  themselves  with  its  interests 
quite  as  thoroughly  as  the  old  private  banker  did  with  the  fortunes 
of  the  town  he  lived  in.  The  old  private  banker,  supposing  he  had 
been  faced  with  such  a  situation,  could  rarely  have  possessed  the 
means  to  enable  him  to  finance  the  business  of  any  considerable 
concern  which,  because  of  cheapness  of  labour,  lowness  of  local 
rates  or  any  other  local  advantage,  might  have  plumped  down  in 
his  district.  He  would  at  best  have  been  lending  too  large  a  pro- 
portion of  his  means  in  one  direction.  He  would  have  thus  sub- 
jected himself  to  all  the  disadvantages  to  which  purely  sectional 
banks  are  exposed,  viz.,  his  prosperity  would  have  depended  on 
one  local  industry.  This  is  a  serious  drawback  to  any  purely  local 
institution.  In  the  case  of  the  branch  of  the  Joint  Stock  Bank 
such  business  might,  and  probably  would  be  entertained  if  the 
business  were  sound  in  itself.  A  larger  and  a  wider  experience 
would  be  brought  to  bear  on  the  subject  than  would  be  possible 
when  experience  was  purely  local.  It  is  objected  that  advances 
are  difficult  to  obtain  from  branches.  I  would  like  to  modify  that, 
and  to  say  some  advances  are  difficult  to  obtain  from  branch  banks 
and  their  Head  Offices.  There  is  among  bankers  a  sufficient  com- 
petition for  business  to  ensure  that  any  that  is  offered  will,  if  pos- 
sible, be  accepted,  but  not  necessarily  on  the  terms  suggested  by 
the  customer.  There  are  two  sides  to  every  bargain.  The  human 
element  again  comes  in.  The  management  of  a  bank  is  the  expres- 
sion of  the  personality  of  its  directors  and  managers.  Their  experi- 
ence of  life,  their  general  business  knowledge  and  their  capacity 
must  and  do  count  in  their  dealings  with  men  and  affairs.  Tliis 
is  not  a  fault  of,  or  a  result  of  the  Limited  Liability  Act^the  rules 
I  have  indicated,  and  the  way  in  which  such  rules  are  interpreted 
and  applied,  have  always  depended  on  personality.  Some  men 
see  fear  in  shadows,  others  make  a  great  business  advantage  out  of 
the  same  circumstances.  But  it  is  quite  as  important  with  our 
really  national  banks  to  have  men  of  first-rate  powers  as  it  is  to 
have  first-rate  judges  and  statesmen.  While  we  are  talking  practi- 
cal business,  we  shall  do  well  to  consider  the  difficulty  presented 
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by  the  limited  company  with  an  issue  of  debentures.  Apart  from 
legal  considerations,  there  is  one  great  difference  between  a  private 
trader  and  some  limited  companies,  and  that  is  the  presence  of  the 
debenture-holder. 


HEAVILY   DEBENTURED   COMPANIES. 

Many  companies  are  heavily  debentured — but  be  the  deben- 
tures relatively  small  or  large  as  compared  with  the  capital  of 
the  company,  the  debenture-holder  is  frequently  a  secured  pre- 
ferential creditor  with  a  mortgage  on  all  mortgageable  assets, 
and  a  floating  charge  over  the  rest.  In  the  event  of  failure 
until  his  claim  has  been  satisfied,  there  is  no  dividend  for  banker 
or  trader.  Limited  liability,  or,  indeed,  any  form  of  legahsed 
corporate  trading,  prescribes  certain  legal  forms  which  must  be 
followed,  but  in  essence  all  businesses  are  alike.  They  depend  for 
success  on  the  unfettered  control  of  the  business  by  the  partners, 
or  directors  and  managers.  A  company  is  a  corporate  personaUty, 
and  the  aim  of  those  who  control  it  should  be  to  obey  the  forms  of 
the  law  and  preserve  the  elastic  conditions  of  private  trading.  The 
mortgage  debenture  may  at  times  be  a  grave  difficulty  in  preserv- 
ing this  power  of  free  trading.  Sixty  thousand  limited  companies 
on  the  Register,  with  a  capital  of  2,400  millions,  indicates  that  the 
limited  liability  principle  has  a  firm  grip  on  the  whole  business  of 
the  country,  and  if  bankers  are  to  lend  to  limited  companies  under 
such  conditions,  they,  and  also  traders  who  give  credit,  occupy  an 
unfair  position  of  disadvantage.  Some  companies  have  most  of 
their  assets  locked  up  in  works,  plant  or  machinery,  which  in 
seasons  of  depression  is  without  work  or  earning  power.  I  remem- 
ber a  company  formed  to  provide  a  special  article  for  use  in  war. 
While  there  were  wars  and  rumours  of  wars,  the  company  pros- 
pered, but  in  time  of  peace  the  machinery  stood  idle.  It  became 
impossible  to  provide  interest  on  the  debentures.  I  daresay,  but 
I  do  not  know,  that  the  machinery  is  at  work  again.  There  is  an 
infinite  difierence  between  companies.  The  assets  of  one  company 
may  be  liquid,  of  another  absolutely  fixed.  Some  are  prosperous 
— for  instance,  "  Guinness's  "  brewery.  Some  find  difficulty — for 
instance,  "  AUsopp's." 

Directors  of  limited  companies  do  not  always  reaUse  the  deben- 
ture difficulty,  but  it  is  there  and  has  to  be  faced.  Some  do,  and 
have  cancelled  or  reduced  the  amount  of  their  debenture  issue 
to  the  great  advantage  of  their  trading  position.  The  matter  is 
purely  a  business  one,  but  of  great  importance. 

The  shareholders  should  provide  the  permanent  capital,  and  if 
the  business  is  one  which  requires    the    seasonal    use  of    hquid 
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capital  which  it  would  be  too  costly,  because  of  the  intermittent 
demand  for  its  use,  to  keep  permanently  in  the  business,  then 
commonsense  business  prudence  demands  that  some  means  shall 
be  found  of  protecting  the  trader  or  the  banker  who  supply  goods 
or  money  for  the  season's  trade.  The  trader  may  get  his  large 
trader's  profit,  the  banker  gets  only  a  current  interest — say  5%. 
I  commend  the  consideration  of  this  problem  to  your  serious 
attention,  because  vast  combines  in  shipping,  manufacturing, 
locomotion  and  distribution  are  more  and  more  dominating  the 
commerce  and  industries  of  the  world. 


TRADE  CYCLES.  EFFECT  ON  BANKS. 

Trade  runs  in  cycles  of  depression  and  activity.  At  times  the 
commercial  world  calls  for  the  use  of  all  the  resources  of  the  banks. 
The  movement  is  analagous  to  the  seasonal  requirements  of  a 
merchant's  or  a  manufacturer's  business,  but  as  trade  booms 
last  over  several  years,  and  are  followed  by  periods  of  depression, 
the  difficulty  of  finding  sufficient  money  in  times  of  boom  is  followed 
by  the  difficulty  of  finding  in  times  of  depression  sufficient  employ- 
ment for  deposits.  In  times  of  depression  the  necessity  of  earning 
interest  on  deposits  offers  the  temptation  to  the  banker  to  increase 
his  investments  so  as  to  maintain  his  earning  power. 


DEPRECIATED   INVESTMENTS. 

In  time  of  trade  expansion  the  price  of  such  securities  tends  to 
fall,  and  the  banker  is  faced  with  the  question  of  depreciation.  The 
Post  Office  Savings  Banks  and  the  Trustee  Savings  Banks  always 
allow  2J%  on  deposits.  Many  of  the  English  banks  always  follow 
the  same  course  and  look  to  the  return  on  investments  to  provide 
the  interest  on  deposits,  but  they  have  to  bear  the  brunt  of  any 
great  depreciation  in  prices  of  securities.  The  Times,  of  the  9th 
of  January,  quoted  the  depreciation  which  had  been  provided 
by  the  Joint  Stock  Banks  during  the  15  years,  1897-1912,  as 
considerably  over  10  millions.  The  reasons  for  investments  are 
clear,  but  in  some  cases  the  process  of  investment  appears  to  have 
been  pushed  too  far.  You  remember  the  illustration  of  the 
building  society  which  borrowed  money  on  short  notice  and  locked 
it  up  for  long  periods.  Over-investment  is  equivalent  to  this 
in  its  effects,  for  you  cannot  sell  in  time  of  need. 
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CENTRAL  GROUP  OF  ENGLISH  BANKS. 

Last  week  we  saw  that  of  the  6,709  banking  offices  in  England 
and  Wales,  5,789  were  owned  by  27  banks  (including  the  Bank  of 
England),  and  that  of  the  1,000  millions  of  deposits  in  the  United 
Kingdom,  816  millions  are  controlled  by  the  same  group  of  27 
banks.  This  group  is  the  most  important  factor  in  English  banking. 
It  is  distributed  over  the  whole  of  England  and  Wales,  and  most 
of  the  banks  comprised  in  it,  certainly  the  largest  ones,  have  their 
Head  Offices  or  centres  of  administration  in  London.  The  residue 
of  36  English  banks  have  738  offices,  and  43  millions  of  deposits, 
but  they  are  not  all  country  banks.  There  is  no  reason  to  suppose 
that  either  group  is  likely  to  remain  unchanged. 

All  the  indications  are  in  favour  of  a  small  group  of  gigantic 
banks,  with  a  possible  exception  in  the  case  of  Lancashire. 

Even  since  the  "  Bankers'  Almanac  "  for  1914  was  published, 
Crompton  &  Evans'  Union  Bank  has  been  absorbed  by  Parr's. 
The  suggestion  of  experience  is  that  the  process  of  amalgamation 
will  go  on,  and  that  finally  a  small  group  of  banks,  each  of  them 
of  national  importance,  and  with  national  responsibilities,  will 
emerge. 


LANCASHIRE   AND   OTHER   SECTIONAL   AREAS. 

The  names  of  some  large  Lancashire  institutions  were  within  a 
few  years  definitely  named  as  willing  to  accept  amalgamation, 
but  the  opposition  of  shareholders,  and  local  sentiment,  defeated 
the  proposals.  We  must  consider  that  the  trained  opinion  of 
the  directors  and  managers  saw  advantages  in  amalgamation,  and 
that  the  successful  opposition  of  shareholders  did  not  represent 
the  official  judgment  of  the  responsible  heads  of  the  companies 
to  which  we  have  alluded.  The  pubUc  dreads  great  centralised 
institutions,  and  such  have  to  justify  their  existence  by  the  facilities 
they  afford. 

Sectional  banks  live  on  the  prosperity  of  a  defined  district, 
and  reflect  in  their  affairs  the  fluctuation  of  its  staple  trade.  That 
is  a  disadvantage.  Their  collecting  ground  for  deposits  is  limited 
and  affected  by  local  trade  depression.  In  the  case  of  Lancashire, 
with  its  building  societies,  friendly  and  co-operative  societies, 
and  its  operatives  holding  shares  in  mills,  the  counter-attractions 
for  deposits  are  considerable.  That  is  not  all — the  local  banks 
are  in  competition  with  branches  of  the  great  cosmopolitan  banks. 
As  the  few  great  combines  consolidate,  there  is  the  probability 
that  they  will  make  further  attempts  at  amalgamation  so  as  to 
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become  truly  national  in  their  scope,  and  if  they  fail  to  obtain 
a  footing  by  amalgamation  they  can  ensure  it  by  the  establish- 
ment of  branches.  It  is  possible,  but  barely  possible,  that  a  new 
combination  may  arise  from  the  federation  of  some  of  the  important 
banks  which  are  yet  separate  identities,  but  the  probability  be- 
comes yearly  more  and  more  remote.  There  is  another  con- 
sideration, 75%  of  the  deposits  in  English  banks  are  controlled 
from  London,  that  is  the  predominant  partner.  Looking  at  the 
geographical  distribution  of  the  largest  banks,  some  of  which  are 
almost  purely  southern,  some  predominantly  northern,  it  appears 
to  be  among  the  probabilities  that  amalgamations  may  take 
place  which  without  the  wastefulness  of  the  establishment  of  new 
competing  branches  may  unite  some  two  of  the  large  banks  into 
one  great  concern. 

When  banks  of  the  size  of  the  London  and  County  and  the  London 
and  Westminster  amalgamate,  there  would  be  no  reason  for 
surprise  if  some  predominantly  northern  bank  were  to  amalgamate 
with  some  predominantly  southern  bank. 


EFFECTS   OF   AMALGAMATION.     GREAT    BANKS. 

In  considering  the  subject  of  Cash  Reserves,  we  shall  need  to 
keep  in  mind  the  very  useful  effect  of  the  rise  of  the  great  Joint 
Stock  Banks.  London  is  more  than  ever  the  administrative  seat 
of  English  banking.  Whatever  competition  there  may  be  among 
the  banks  for  business,  the  fact  that  the  heads  of  the  largest  and 
most  important  banks  are  all  located  in  London  has  created  among 
bankers  a  new  sense  of  community  of  interest,  which  has  on 
several  recent  occasions  taken  effect  in  common  action. 


BANKING    ORGANISATIONS. 

If  the  banking  organisation  be  compared  to  the  nervous  system  of 
commerce,  then  this  grouping  of  English  banking  administration  in 
London  may  be  said  to  have  immensely  strengthened  its  heart. 
The  Clearing  Bankers'  Committee,  the  Central  Association  of 
Bankers,  the  Country  Bankers'  Association,  and  the  Council  of 
the  Institute  of  Bankers  have  each  of  them  provided  a  common 
meeting  ground  for  bankers  to  exchange  ideas  and  experiences. 
The  personal  acquaintances  thus  formed  are  of  high  value  in 
promoting  a  feeUng  of  soUdarity  of  interests,  and  should  be  of  great 
service  if  a  time  of  crisis  were  ever  to  come.  Men  who  know  one 
another  always  act  together  better  than  strangers,  even  if  the 
strangers  are  bound  together  by  a  common  interest.     Without 
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this  personal  relationship  progress  must  have  been  slower,  and  the 
personal  relationship  could  not  have  been  called  into  existence 
unless  there  had  been  a  common  centre.  It  has  been  said,  and  I 
believe  with  truth,  that  there  are  too  many  banking  organisations. 
The  London  Clearing  Bankers'  Committee  is  a  vital  factor.  It  is 
the  equivalent  to  a  Joint  Board  for  dealing  with  the  common 
business  interests  of  the  several  banks,  and  in  connection  with  the 
Bank  of  England,  and,  when  necessary,  the  Government,  provides 
the  machinery  in  times  of  financial  stress  for  grappling  with 
emergencies.  These  grave  and  great  duties  cannot  be  delegated, 
and  decisions  which  pledge  the  credit  or  involve  the  policy  of  the 
constituent  banks  must  be  assented  to  by  the  authorised  spokes- 
man of  the  several  banks.  It  is  an  undoubted  advantage  to  the 
commercial  community  that  this  body  should  exist,  and  its  present 
and  growing  importance  is  owing  to  the  fact  that  with  important 
but  diminishing  exceptions  it  speaks  for  the  whole  English  banking 
community. 

We  should  lay  stress  on  the  continuous  and  frequent  meetings  of 
this  body.  In  the  training  of  an  army,  the  mutual  confidence  which 
familiarity  gives  is  essential  to  success. 

So,  too,  when  bankers  acted  as  isolated  units,  and  only  met  per- 
sonally at  rare  intervals,  the  absence  of  familiar  personal  know- 
ledge was  a  public  disadvantage. 


MR.    LIDDERDALE    AND    THE    BARING    CRISIS. 

At  the  time  of  the  Baring  crisis  one  of  the  merits  of  Mr.  Lidder- 
dale  was  that  he  held  the  banking  community  together,  and  induced 
or  imposed  common  action  for  the  public  good,  with  the  result  that 
a  grave  crisis  was  surmounted  without  degenerating  into  national 
disaster. 

There  are  wicked  legends  to  the  effect  that  some  bankers  ven- 
tured to  take  tentative  steps  for  their  individual  protection  by 
calling  in  money  from  the  bill  market,  which,  if  persisted  in,  would 
have  broken  down  the  mutually  protective  attitude  of  the  banking 
community  and  have  resolved  them  into  a  disorganised  mob,  each 
trying  to  save  himself  and  compelling  a  common  ruin.  The  fact 
that  some  banks  were  not  keeping  a  percentage  of  cash  reserve 
sufiicient  to  ensure  a  liquid  position  was  strongly  urged  at  the  time. 
Since  those  days  the  intermittent  relations  of  the  banking  com- 
munity with  the  Bank  of  England  have  become  continuous  and 
much  more  intimate.  It  will  always  be  remembered  to  the  credit 
of  Mr.  Cole's  governorship  of  the  Bank  of  England  that  he  in- 
augurated the  periodical  meetings  of  the  Clearing  Bankers'  Com- 
mittee at  the  Bank  of  England,  to  meet  the  Governor  and  to  discuss 
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matters  of  mutual  public  interest.  This  happy  recognition  of  the 
fact  that  the  times  had  changed,  and  that  new  times  meant  new 
measures,  was  a  great  achievement. 


COUNTRY  BANKS.    DISADVANTAGES  OF  EXCLUSION 
FROM  CLEARING    COMMITTEE'S  MEETINGS. 

There  are  important  country  banks  which  are  at  present  outside 
this  intimate  circle  of  confidential  information,  but  in  times  of 
crises  they  must,  and  without  full  knowledge  of  facts,  of  necessity 
fall  in  with  the  policy  of  the  great  central  body  if  they  are  to  receive 
the  benefits  of  the  mutual  protection  it  can  give  to  its  members. 
The  number  of  such  banks  steadily  decreases,  but,  in  effect,  if  the 
great  group  of  clearing  bankers  decide  to  keep  a  roughly-defined 
percentage  of  unemployed  cash,  then  the  pressure  of  their  published 
figures  will,  I  think,  be  irresistible  in  compelling  conformity  to  the 
standard  they  set  up.  An  organised  body  controlling  75  per  cent. 
of  the  total  resources  at  command  must  necessarily  impose  its  will 
on  an  unorganised  and  diminishing  minority,  and  as  in  the  case  of 
the  private  banks  compel  a  publication  of  figures.  T  am  afraid  that 
to  get  rid  of  "  window  "  dressing  some  mode  (perhaps  compulsory) 
will  have  to  be  found  of  ensuring  the  continuous  retention  of  a 
roughly  fixed  percentage.  Whether  the  Bank  of  England  and  the 
clearing  bankers  should  invite  the  attendance  of  representatives 
of  all  the  purely  country  banks  at  meetings  where  subjects  affect- 
ing their  interests  are  to  be  discussed  is  worth  consideration. 


GOLD    RESERVES    COMMITTEE. 

On  the  Clearing  Bankers'  Committee  on  "  Gold  Reserves," 
representatives  of  purely  country  banks  have  been  sitting,  but 
although  the  attitude  of  some  one  country  bank  may  be  affected 
by  the  presence  of  its  representative  on  the  committee,  it  is  quite 
possible  that  other  country  banks  not  represented,  and  therefore 
not  intimately  famihar  with  the  facts  and  arguments  which  will 
shape  the  decisions  of  the  committee,  may  feel  reluctant  to  ac- 
knowledge the  wisdom  and  authority  of  its  decisions. 

In  the  sphere  of  high  poUtics  we  see  a  case  analagous,  up  to  a 
point,  to  this,  in  the  relations  of  the  Dominions  to  questions  of 
Imperial  defence — in  fact,  in  the  growing  recognition  that  the 
Dominions  are  partners  in  the  Empire  and  mutual  action  must  be 
based  on  mutual  consent.  The  analogy  fails  beyond  this  point, 
because  the  Dominions  are  coming  nations,  the  country  banks  are 
Uke  the  country  note  issue,  a  declining  quantity. 
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COUNTRY   BANKERS'    ASSOCIATION. 

There  is  also  the  Country  Bankers'  Association,  which  gives  de- 
lightful dinners,  and  is  on  that  ground  worthy  to  be  retained,  but 
amalgamation  has  reduced  its  business  usefulness  nearly  to  zero. 


CENTRAL    BANKERS'    ASSOCIATION. 

The  Central  Association  of  Bankers  was  formed  to  unite  the 
Committees  of  the  London  Bankers'  Clearing  House,  the  West  End 
London  banks,  and  the  provincial  banks  of  the  United  Kingdom. 
Its  objects,  presumably,  are  similar  to  those  of  the  Country  Bankers' 
Association.  Owing  to  changes  in  the  constitution  of  the  English 
banks  by  absorption,  the  number  of  purely  country  banks  has 
largly  diminished.  On  both  committees  the  large  majority  of 
members  represent  banks  which  are  metropolitan  as  well  as  coun- 
try. 

Practically  there  are  no  corporate  interests  of  country  bankers 
which  are  not  interests  common  to  all  English  bankers,  and  which 
would  not  be  better  defended  by  the  banking  body  as  a  whole. 

In  common  with  the  Committee  of  London  Clearing  Bankers,  the 
members  of  these  two  bodies  officially  represent  their  respective 
banks.  There  does  not  appear  to  be  any  special  reason  for  their 
separate  existence.  In  an  age  of  stress  to  cut  out  the  redundant 
would  seem  to  be  an  obvious  duty.  One  great  business  organisa- 
tion representing  all  the  banks  would  serve  all  useful  purposes.  On 
the  possible  institution  of  such  a  body  it  would  not  perhaps  be  wise 
to  be  dogmatic,  but  one  body  with  committees  for  special  purposes 
would  probably  meet  the  case. 


THE    INSTITUTE    OF    BANKERS. 

The  Institute  is  a  voluntary  association,  and  its  primary  object 
is  to  facilitate  the  consideration  and  discussion  of  matters  of  in- 
terest to  the  profession,  and  where  advisable,  to  take  measures  to 
further  the  decisions  arrived  at.  The  Clearing  Bankers'  Committee 
and  the  Institute  of  Bankers  are  live  bodies.  They  exist  for  dif- 
ferent but  allied  purposes,  and  the  interests  they  represent  are 
perpetual.  By  a  proper  division  of  functions  between  the  busi- 
ness body,  the  Clearing  Bankers'  Committee  and  the  Institute,  time 
and  energy  would  be  saved. 

The  strength  of  the  Institute  lies  in  its  broad  basis  of  member- 
ship, in  the  enormous  amount  of  practical  banking  work  which  it 
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performs,  and  in  the  representative  nature  of  its  Council,  and  in 
the  fact  that  the  Council  is  not  a  consultative  body  which  meets 
at  rare  intervals,  to  consider  occasional  problems,  but  a  business 
committee  of  experts  which  sits  regularly  to  deal  with  the  every- 
day difficulties  of  a  banker's  business.  Then,  too,  the  extremely 
useful  work  of  its  sub-committees  should  not  be  lost  sight  of. 

Let  us  remind  ourselves  of  the  constitution  of  the  Council.  The 
Bank  of  England,  all  the  great  clearing  banks,  the  Scotch  and 
Irish  banks,  the  West-End  banks,  the  Colonial  and  India  and 
China  banks  are  represented.  All  questions  of  practical  banking 
interest  submitted  to  the  Council  are  carefully  examined  by  this 
highly  representative  body,  and  on  legal  questions  it  has  the 
command  of  first-rate  legal  assistance. 

It  is  its  recognised  status  as  a  body  of  first-class  experts  which 
causes  the  Treasury,  the  Income  Tax  authorities,  the  Board  of 
Trade,  and  the  Law  Officers  of  the  Crown  to  refer  to  it  on  matters 
in  which  they  are  interested,  and  relating  to  the  practice  of  bank- 
ing. The  position  is  analogous  to  that  of  the  Council  of  the  Char- 
tered Accountants'  Society. 


LONDON    CLEARING    BANKERS'    COMMITTEE. 
ITS    GREAT    IMPORTANCE. 

The  Committee  of  London  Clearing  Bankers  may  be  called  the 
"  Cabinet  "  or  "  War  Council  "  of  finance.  The  Institute  examines 
and  deals  with  matters  of  practical  banking,  and  with  the  pro- 
fessional education  of  its  members. 

Taking  all  these  considerations  into  consideration,  we  can  see 
why  the  grouping  of  the  administration  of  English  bankers  in 
London,  their  corporate  action  on  the  Clearing  Bankers'  Com- 
mittee, and  on  the  Council  of  the  Institute  of  Bankers  have  com- 
bined to  favour  the  growth  of  a  feeling  of  corporate  responsibility 
for  some  portion  of  the  ultimate  cash  reserves  of  the  nation.  I 
said  some  portion,  because  the  Post  OjBice  and  Trustee  Savings 
Banks,  although  they  are  national  institutions  for  which  the 
State  is  responsible,  do  not  appear  to  be  disposed  to  assume  or 
to  recognise  responsibility. 

THE    INSTITUTE    OF    BANKERS. 

One  word  more  about  the  Institute  of  Bankers.  We  have 
already  considered  the  question  of  the  management  of  limited 
companies,  industrial  and  banking.  On  the  maintenance  of 
efficient   management    the    stabiUty    of   these   great   institutions 
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depends,  but  the  standard  of  efficiency  is  ever  rising.  It  follows 
that  a  body  such  as  the  Council  of  the  Institute  of  Bankers,  which 
is  representative  of  all  that  is  most  modern  in  English  banking, 
and  exists  to  difEuse  its  knowledge  through  the  mass  of  the  pro- 
fession, is  invaluable  in  producing  the  right  kind  of  trained  mind. 
We  are  trying  to  follow  the  development  of  English  banking  and 
these  matters  are  important.  But  the  piiblic  are  interested  in 
the  question  of  amalgamation  from  another  point  of  view.  They 
may  accept  the  statement  that  the  banking  system  of  the  country 
is  wonderfully  organised,  more  soundly  administered  and  safer, 
but  their  concern  is  this  :  "  What  is  the  local  effect  of  these  changes 
"  on  me  "?  Shall  I,  or  shall  I  not,  continue  to  receive  business 
"  facilities  equal  to  those  which  I  have  enjoyed  in  the  past,  or 
"  will  my  affairs  be  considered  by  a  London  board  which  does 
"  not  understand  cotton  or  wool,  leather  or  steel  or  coal,  or  any 
"  article  in  which  I  am  interested  ?  " 

There  is  no  doubt  that  the  present  stage  of  banking  is  transitional. 
Broadly,  this  is  what  is  happening  in  England,  viz.,  an  adminis- 
tration centred  in  London — local  discretion  limited  or  defined, 
and  reference  or  report  to  head  office.  The  system  is  inevitable. 
Then  there  are  the  remaining  private  banks,  and  the  joint  stock 
banks  which  have  no  London  office,  but  work  through  a  London 
agent. 


MANAGEMENT  AND  AMALGAMATION. 

The  crux  of  the  matter  is  in  the  management.  The  promoted 
senior  clerk  is  obsolete.  In  a  business  which  touches  every  other 
business  and  the  international  interests  of  the  nation,  the  glorified 
clerk  is  out  of  place.  Wherever  he  comes  from  the  chief  manager 
of  the  great  banks  of  to-day  must  be  a  highly-trained  man  of 
affairs.  He  is  wanted  as  business  man,  with  a  statesman's  outlook 
on  life.  The  varied  origin  of  the  great  banks  necessarily  implies 
that  at  present  they  have  at  their  command  the  services  of  men 
trained  under  diverse  conditions — for  example,  the  partners  who 
have  become  directors,  the  managers  of  sectional  concerns  whose 
services  have  been  retained,  and  most  numerous  of  all,  the  branch 
managers,  and  staff  of  the  amalgamated  banks.  If  facilities  are 
withdrawn  we  have  to  assume,  either  (1)  that  they  were  injudi- 
ciously granted  or  excessive  before  the  amalgamation,  and  that 
with,  or  without,  the  concurrence  of  the  officials  of  the  amalgamated 
bank,  past  errors  have  been  corrected,  or  advances  modified  to 
suit  altered  conditions,  or  (2)  that  a  large  bank  which  has  become 
large  because  of  the  past  ability  of  its  management,  has  continued 
to  absorb  smaller  institutions,  which  if  they  add  to  its  size  also 
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add  to  its  responsibilities,  and  has,  without  adequate  reason, 
suddenly  curtailed  the  facilities  given  by  the  old  bank  to  the  newly 
amalgamated  customers.  The  supposition  is  that  at  a  moment 
when  common  business  prudence  demands  that  every  reasonable 
effort  shall  be  made  to  win  the  cordial  support  of  the  new  customers, 
the  most  obvious  method  of  alarming  and  alienating  them,  namely, 
by  curtailing  facilities,  raising  terms  or  in  some  way  making 
itself  unreasonably  objectionable  has  been  chosen  as  the  method 
likely  to  win  their  co-operation.  An  amalgamation  should  mean 
a  new  identity  of  interests.  Usually  the  customers  of  a  bank 
never  hke  to  change  their  banker  without  substantial  reasons 
for  doing  so,  but  if  there  is  a  moment  of  unsettlement  when  a 
firm  can  change  its  banker  without  causing  comment  among  its 
neighbours,  that  moment  surely  comes  when  dislike  to  the  new 
management  can  be  given  as  a  reason  for  change.  Bankers, 
after  all,  are,  or  should  be,  business  men,  aiid  they  are  more  likely 
to  go  too  far  under  such  conditions  in  the  way  of  conciliation, 
than  to  err  by  ill-timed  severity.  There  have  been  cases  of  firms — 
even  firms  of  magnitude — which  have  wrathfully  declared  that 
they  would  never  submit  to  the  conditions  their  banker  has  thought 
it  wise  to  propose  to  them,  and  after  a  vain  offering  of  their  account 
to  several  competing  establishments,  have  found  that  they  could 
not  improve  matters  by  a  change  of  bankers.  There  is  such  a 
thing  as  a  necessary  clearing  up  of  accounts  which  can  only  be 
done  on  some  special  occasion — for  instance,  at  the  time  of  amal- 
gamation. 

There  is  a  more  decisive  reason  than  this,  and  that  is  competition. 
Although  "  touting  "  is  not  quite  a  lost  art,  although  it  is  a  dis- 
avowed one,  the  dissatisfied  customer  knows  that  if  his  account 
is  valuable,  and  if  he  really  is  paying  too  much  for  the  services 
his  banker  renders,  or  is  not  getting  the  facilities  to  which  he 
considers  himself  entitled,  there  will  be  bankers  who,  while  they 
would  not  "  tout  for  business,"  will  be  glad  legitimately  to  acquire 
the  bit  their  neighbour  has  been  unwise  enough  to  throw  away. 
Competition  is  really  keen,  and  it  is  asking  too  much  from  one's 
credulity  to  expect  us  to  believe  that  acute  and  astute  business 
men  are  in  the  one  particular  of  dealing  with  their  banker,  as 
innocent  as  babes. 

Then  as  to  management.  Among  the  heads  of  the  great  London 
banks  one  recollects  Sir  Edward  Holden,  a  Lancashire  man  ;  Sir 
Felix  Schuster,  allied  to  a  distinguished  Manchester  family ; 
Mr.  Bell,  of  Lloyds,  from  Liverpool ;  Mr.  Nairne,  of  the  Bank 
of  England,  from  Scotland ;  Mr.  Whalley,  of  Parr's,  also 
from  Lancashire  ;  and,  among  those  who  have  recently  passed 
away,  Mr.  J.  Spencer  Phillips,  of  Birmingham,  distinguished 
alike    for    great    ability    and    courtesy   as   chairman   of    Lloyds 


English  Banking.  41 

Bank  and  President  of  the  Institute  of  Bankers.  In  fact,  by- 
sheer  necessity  of  wanting  to  live,  the  big  bank  must  find  for  its 
manager  the  best  available  man,  and  frequently  he  is  a  northerner. 
You  will  remember  that  we  discussed  in  connection  with  the  great 
trading  combines,  the  manner  in  which  the  original  owners  in  one 
or  two  generations  tend  to  disappear  and  to  be  replaced  by  the 
professional  director  and  manager.  This  would  appear  also  to  be 
true  of  bankers,  and  differences  arising  from  the  fact  of  amal- 
gamation will  tend  to  die  out.  It  would  be  a  physical  impossi- 
biUty  for  the  general  manager  of  a  great  bank  to  deal  with  all  the 
applications  for  facilities,  great  and  small,  which  are  daily  made  by 
customers,  and  there  is  sub-division.  Accordingly,  in  various 
centres,  the  local  board  and  manager,  or  the  local  managers  have 
discretion  to  deal  with  advances  within  defined  limits.  By  a  pro- 
cess of  devolution  of  responsibility,  men  exercise  their  judgment 
in  dealing  with  customers,  until  only  the  greater  and  graver  matters 
are  finally  left  for  the  decision  of  the  board  and  of  the  general 
managers.  In  ultimate  effect  this  must  be  the  case,  whatever  the 
theoretical  position  may  be  to-day.  Graded  responsibility  and  a 
central  administration.  That  some  men  are  nervous  and  anxious 
to  see  and  do  everything,  and  that  their  action  may  influence  the 
business  fortunes  of  their  bank,  is  quite  true,  but  a  bank  which  is 
to  become  and  to  remain  a  great  business  success  must  choose  its 
local  managers  for  their  capacity  to  do  their  particular  work  and 
trust  them. 

COMPETITION. 

In  1912,  on  balance,  305  new  banking  offices  were  opened  in 
England  and  Wales.  Why  were  they  opened  ?  Either  to  com- 
pete with  already  existing  branch  banks,  or  because  there  was  an 
opening  for  new  business.  The  Economist  noticed  the  fact  of 
competition  when  it  said  :  "  Another  factor  is  the  extension  of 
"  banking  facilities  to  a  different  class  of  customer,  whose  account, 
*'  though  individually  small,  is  of  much  importance  in  the  aggre- 
"  gate.  One  result  of  the  movement  of  the  banks  to  cater  for 
"  the  small  trader's  and  agriculturist's  account  is  to  be  seen  in 
*'  the  great  increase  in  the  number  of  branch  offices  they  open, 
"  showing  that  amalgamations  among  banks  have  not  reduced  com- 
*'  petition  between  them." 

The  public  will  not  do  business  with  a  concern  that  has  the  reputa- 
tion of  being  hard  to  deal  with,  and  here  competition  tells.  I  con- 
fess that  I  have  seen  forms  issued  for  the  use  of  branch  managers 
which  were  a  credit  to  the  ingenuity  of  the  inspectors,  but  hope- 
lessly complicated  for  any  useful  business  purpose.  The  aim  in 
dealing  with  branch  managers  should  be  to  encourage  a  full  sense 
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of  responsibility,  and  the  freest  expression  of  business  opinion  on 
the  matter  in  hand.  General  managers  and  inspectors  alike  should 
be  drawn  from  the  ablest  available  men,  with  the  greatest  and 
most  varied  experience.  It  is  essential  that  they  should  deal  with 
subordinates  as  with  men  whose  opinions  are  entitled  to  respectful 
consideration,  for  thus  only  can  a  man's  ability  be  used  to  its  full 
extent,  and  he  be  preserved  from  becoming  a  machine.  This  is 
the  vital  point  in  the  management  of  great  concerns,  an  efficient 
general  control  and  a  judicious  freedom  for  qualified  local  agents. 
Red  tape  in  business  would  be  as  fatal  as  we  have  known  it  in  our 
own  Army  and  Civil  Service. 

The  Economist  of  the  18th  October  last  said  :  "  Relations  between 
"  the  banks  and  their  customers  have  always  been  cordial."  It  is 
by  preserving  this  personal  friendliness  that  business  runs  smoothly. 
Competition  will  keep  the  machinery  of  administration  from  undue 
centralization.  A  leading  English  banker  who  had  taken  over  a 
business  in  a  considerable  manufacturing  centre  was  accused, 
locally,  of  starving  the  district  by  using  its  deposits  elsewhere.  As 
a  matter  of  fact,  he  was  then  employing  large  sums,  drawn  from 
other  places  where  the  money  was  not  wanted,  in  financing  the 
seasonal  business  of  the  place.  The  amount  ran  into  more  than 
one  million.  That  example  does  not  support  the  charge  of  cen- 
tralisation. At  the  risk  of  wearying  you,  I  must  repeat  that 
banking  is  a  business,  and  those  who  manage  the  business  are 
anxious  to  make  a  profit.  Competition  will  ensure  fair  play,  and 
experience  set  a  standard  of  branch  management  which  will  ensure 
that  at  branch  or  at  head  office  reasonable  applications  for  facili- 
ties will  receive  reasonable  and  courteous  consideration.  The 
banker  who  refuses  to  learn  will  follow  the  fate  of  other  inefficient 
things  and  lose  his  business. 


English  Banking.  43 


LECTURE    III. 


SOME    UNSETTLED    PROBLEMS    OF    MODERN 
TRADE  AND   BANKING. 


We  have  reviewed  the  growth  of  English  domestic  banking,  and 
of  its  international  ramifications  through  the  settled  use  of  London 
as  the  financial  Clearing  House  of  the  world. 

Before  we  consider  the  question  of  "  bank  reserves  "  and  of  the 
"  gold  reserves  "  there  is  one  further  and  important  factor  with 
which  we  should  not  omit  to  deal,  and  that  is,  the  Post  Office  and 
the  Trustee  Savings  Banks. 


THE   POST    OFFICE    AND    THE    TRUSTEE 
SAVINGS    BANKS. 

First,  let  us  remember  that  the  liability  for  the  safety  of  these 
public  institutions  is  a  liability  of  the  State,  therefore,  we  are 
not  discussing  the  question  of  the  safety  of  the  depositor — that 
is  beyond  question.  Our  concern  is  with  the  effects  on  the  public 
welfare  of  good  or  faulty  management  by  the  State.  In  1912 
the  total  liabilities  of  the  State  to  depositors  on  account  of  the 
Post  Office  and  the  Trustee  Savings  Banks  were  236  millions, 
or  nearly  equal  to  one- quarter  of  the  total  liabilities  of  the  banks 
of  the  United  Kingdom  to  the  public.  The  Committee  of  1902 
correctly  measured  the  probable  growth  of  Savings  Bank  deposits 
in  the  10  years— 1902-1911.  They  expected  the  193  millions 
of  1902  to  become  the  230  millions  of  1911 — and  to  swell  out  to 
270  millions  in  about  20  years— say  by  1921-1922. 

The  latest  return  gives  the  liabilities  of  the  two  classes  of  bankers 
to  depositors  as  242  millions,  and  Savings  Bank  investment  account 
as  29  millions.  It  has  been  said  that  the  State  cannot  safely  give 
a  banker's  facilities  unless  it  takes  a  banker's  precautions,  but 
that  is  not  the  official  view.  In  dealing  with  our  own  ordinary 
affairs,  we  think  of  the  reasonable  probabilities  of  life.  This  is 
a  rule  which  officials  are  apt  to  ignore.  They  look  to  the  rate 
or  tax  payer  to  remedy  the  defects  of  official  finance.  Let  me 
give  you  a  few  quotations  from  evidence  given  before  the  Committee 
on  Savings  Banks,  1902. 
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"  It  is  wholly  unnecessary,  a  wholly  useless  and  wasteful  amuse- 
'  ment  to  keep  cash  reserves.  A  real  crisis  in  which  Consols 
'  were  unsaleable,  or  unsaleable  to  the  extent  required,  would 
'  have  to  be  met  in  quite  another  way.  I  suppose  the  Bank 
'  Act  would  have  to  be  suspended,  and  the  Government  would 
'  give  I.O.U.'s  in  the  shape  of  bonds." 

This  means,  if  it  means  anything,  that  practically  the  nation 
would  either  fund  its  Savings  Bank  debt  permanently  or  for  a 
period  to  suit  its  convenience,  after  having  exhausted  the  market 
for  its  own  Consols  and  disarranged  the  finance  of  the  Money 
Market  to  an  unknown  extent.  Internal  panic  on  a  great  scale 
would  certainly  be  accompanied  by  external  pressure,  and  one 
of  the  surest  ways  of  bringing  about  panic  would  be  for  the  public 
authorities  to  attempt  to  borrow  9  or  10  millions  from  the  Bank 
or  to  try  to  sell  Consols  to  produce  an  equivalent  sum  to  meet 
a  modest  withdrawal  of  4%  of  the  Savings  Bank  deposits.  At 
the  end  of  1912  there  were  ten  million  seven  hundred  thousand 
active  accounts  open.  The  dormant  accounts  were  about  4 
milUons  in  number.  It  may,  officially,  be  impossible  for  panic 
or  uneasiness  to  affect  Savings  Bank  depositors,  but  assuming 
that  a  mild  fluctuation  of  4  to  8  per  cent,  to  happen — provision 
is  to  be  made  by  selling  Consols,  or,  if  they  proved  unsaleable, 
then  by  calling  on  the  Bank  of  England  or  giving  I.O.U.'s.  If 
a  state  of  public  tension,  such  as  we  have  supposed,  were  to  exist, 
the  nation  would  be  alarmed,  the  banks  would  want  to  conserve 
and  strengthen  their  position.  The  Bank  of  England  "  other 
deposits,"  some  38  to  45  millions,  are  the  property  of  its  customers. 
It  wants  its  cash  to  finance  the  business.  If  the  cash  in  the  Bank 
of  England  went  to  help  the -Savings  Banks  then  the  help  the 
Bank  could  give  to  the  money  market,  or  its  power  of  meeting 
its  engagements  as  banker,  would  be  proportionately  diminished. 
Consols,  under  such  conditions,  certainly  could  not  be  sold.  Who 
could  pay  cash  for  them  ?  For  cash,  legal  tenders  would  be  the 
only  useful  article.  The  Bank  having  necessarily  diverted  from 
its  own  customers,  for  reasons  or  purposes  of  State,  the  resources 
on  which  its  commercial  customers  reasonably  thought  they 
could  rely,  would  most  probably  have  to  accept  and  use  a  Chan- 
cellor's letter  to  enable  it  to  provide  a  new  store  of  legal  tenders 
for  internal  use,  but  in  doing  this  it  would  have  dispersed  into  the 
internal  circulation  or,  most  probably,  for  the  time  being,  into 
the  hoarding  stockings  of  the  people,  the  central  stock  of  gold 
which  should  have  been  available  to  meet  a  foreign  drain.  If 
panic  and  distrust  of  the  Savings  Banks  did  come,  it  would,  to  a 
very  large  extent,  be  necessary  to  pay  out  gold,  because,  if  I  recol- 
lect aright,  some  eight  or  nine  millions  of  depositors  have  individu- 
ally under  six  pounds  a  head  at  their  credit.     Is  it  not  true -that 
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foreign  deposits  of  money  and  foreign  investments  are  most 
likely  to  be  withdrawn  in  cash  when  the  internal  aifairs  of  a  nation 
are  in  a  state  of  disorder  or  of  agitation  ?  There  remains,  of  course, 
the  pleasing  and  ingenious  idea  of  issuing  national  I.O.U.'s  to 
satisfy  a  contract  for  the  immediate  payment  of  cash.  In  this 
case,  "  cash  "  being  legal  tenders. 


SAVINGS    BANKS,    ABSURD    RUNS    ON. 

A  small  fire  is  easily  put  out,  but  when  the  building  is  all  aflame 
the  conflagration  may  be  beyond  the  power  of  the  fire  brigade. 
This  illustration  explains  the  principle  that  governs  and  justifies 
the  keeping  of  cash  reserves,  namely,  reasonable  provision  for 
reasonable  risks.  You,  no  doubt,  remember  the  absurd  run  on 
the  Manchester  and  Salford  Savings  Bank  which  happened  a  few 
years  ago.  The  times  were  calm,  and  the  National  Debt  Commis- 
sioners were  legally  entitled  to  demand  four  days'  notice  for  the 
first  £5,000,  and  ten  days  for  the  withdrawal  of  £10,000.  The 
amount  needed  was  only  £30,000,  but  the  mode  in  which  the  money 
was  found  illustrated  a  principle.  The  Commissioners  waived 
the  notice,  the  Bank  of  England  found  the  money,  and  the  local 
banks  offered  help.  That  was  at  the  moment  right  and  wise. 
But  what  would  the  results  have  been  if  the  depositors  had  been 
compelled  to  wait  the  law's  delays  ?  A  stickler  for  forms  might 
have  pleaded  the  rules  and  insisted  on  notice.  Would  unreasoning 
panic  have  been  stayed,  or  would  it_  have  spread  broadcast  ?  It  is 
an  unfortunate  fact  that  panics  are  not  conducted  on  a  reasonable 
basis.  The  remedy  is  in  the  hands  of  the  State.  There  ought 
to  be  reserved  by  statute  for  all  Savings  Banks  the  right  to  demand 
six  weeks'  notice  as  in  the  United  States,  and  this  rule  should  be 
enforced  at  all  times  because  the  sudden  enforcement  of  such  a 
rule  in  times  of  trouble  would  bring  on  the  panic  it  was  meant  to 
prevent. 

The  Savings  Banks  authorities  and  the  Treasury  are  all  of  a 
mind.  "  We  should  take  our  securities  to  a  banker  and  ask  him 
"  to  advance  upon  them."  The  Treasury  stated  that  "  in  more 
"  recent  years  the  Savings  Banks  deposits  have  been  mainly 
"  invested  in  terminable  annuities.  Almost  the  whole  of  the  money 
"  has  been  invested  in  that  way."  As  part  of  the  national  finance 
this  may  be  very  proper.  It  enables  the  Chancellor  of  the  day 
to  arrange  to  use  certain  public  monies,  without  troubling  Parlia- 
ment too  greatly,  for  other  public  purposes.  For  instance,  the 
monies  received  under  the  National  Insurance  Act  are,  it  is  said, 
to  be  invested  in  the  provision  of  suitable  homes  for  working 
people,   but  that  is  not  bankers'   money.     In  prudent  business. 
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circles,  if  a  man  wishes  to  keep  out  of  the  Bankruptcy  Court, 
he  buys  to  sell  on  a  ready  market,  or  if  he  borrows  to  repay,  on 
a  fixed  future  date,  he  does  so  because  he  is  reasonably  sure  of 
a  market  which  will  put  him  in  cash  before  the  date  of  repayment. 

Of  all  difficult  problems  that  have  to  be  solved  by  the  Treasury 
and  the  National  Debt  Commissioners,  the  most  difficult  is  this. 
How  can  we  borrow  money  repayable  at  very  short  notice,  and  be 
ready  to  repay  it  if  it  is  demanded,  when  we  have  lent  it  for  per- 
manent investment  ?  Is  the  opinion  of  these  public  departments, 
which,  in  the  last  resort,  appeal  to  the  national  credit,  and  would 
issue  State  I.O.U.'s,  of  value,  as  compared  with  the  experience  of 
bankers  who  know  that  panic  and  mistrust  are  part  of  the  risks 
of  life,  and  order  their  lives  accordingly. 

If  one  could  pass  every  person  through  a  school  of  economics, 
and  so  train  his  judgment,  and  so  control  his  feelings  that  he  always 
referred  to  and  was  prepared  to  abide  by  the  teachings  of  economics, 
then  panics  and  all  emotional  events  would  disappear,  but  that  day 
is  not  yet,  but  when  it  comes,  the  theorist  may  preach  in  safety 
to  the  man  of  affairs,  who  has  tested  theory  in  the  hard  school  of 
life,  and  the  Treasury  lion  may  lay  down  in  peace  beside  the  com- 
mercial lamb.  But,  until  then,  perhaps  experience  may  be  allowed 
to  utter  a  word  of  caution.  I  have  heard  such  a  plea  as  the  one  I 
have  just  stated  answered  by  a  statement  that  commercial  bankers 
covet  these  small  deposits,  and  I  answer  that  by  saying  they  do  not, 
because  they  cannot  make  them  pay. 

The  depositors  in  Savings  Banks  are  the  safest  persons  in  the 
United  Kingdom— the  State  is  responsible.  But  safety  does  not 
prevent  unreasoning  panic,  and  preparation  for  contingencies  is 
based  on  the  possibility  or  the  probability  that  contingencies  may 
happen.  The  State  makes  no  provision,  therefore  it  believes  that 
panic  is  impossible.  The  State,  as  philanthropist,  became  banker, 
but  set  out  with  a  sane  idea  of  public  philanthropy,  namely,  to 
protect  its  clients  from  avoidable  injury  by  providing  a  sa|e  place 
for  savings,  but  it  was  not  to  be  at  the  public  cost.  The  State 
takes  money  as  banker,  but  treats  the  money  as  investment. 


SAVINGS   BANKS.     EXPENSES    OF  MANAGEMENT 
AND    RATE    OF    INTEREST    ALLOWANCE. 

When  the  Post  Office  Savings  Banks  were  established.  Consols 
paid  3  per  cent.,  and  the  rate  allowed  to  depositors  was  2^  per  cent. 
— leaving  a  margin  of  10s.  per  cent,  for  expenses  of  management. 
To-day,  at  par,  Consols  pay  2|  per  cent.,  and  the  Savings  Banks 
continue  to  allow  2^  per  cent. 

But  that  is  not  all.     The  Savings  Bank  funds  (some  part  at  least) 
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were  invested  at  high  prices,  and  Consols  have  dropped  from  113  to 
about  70.  So  that  if  the  holding  of  the  two  classes  of  Savings  Banks 
are  roundly  100  millions  of  Consols,  then  every  fall  of  1  per  cent, 
equals  a  loss  of  one  million  on  capital  account. 

The  English  joint  stock  banks  have,  it  is  estimated,  spent  10 
millions  in  fifteen  years  in  writing  down  investments.  What  has 
the  Government  done  ?  "  Nothing."  Successive  administra- 
tions have  claimed  credit  for  reductions  in  the  amount  of  the  National 
Debt,  but  in  the  finance  of  the  Savings  Banks  they  have  permitted 
a  new  National  Debt  to  grow  up.  Leaving  out  of  account  Consols 
bought  above  par,  the  loss  on  one  hundred  millions  of  Consols  is 
anything  from  29  to  30  millions.  The  Trustee  or  Post  Office 
Savings  Banks  receive  Is.  as  their  smallest  deposit,  but  it 
costs  about  6d.  to  manage  Is.  Certain  minor  reforms  have 
within  a  few  years  slightly  lessened  the  cost  of  administration, 
but    the    broad    fact    of    costliness    of    administration    remains. 


INVESTMENTS    IN    GOVERNMENT    STOCKS. 

This  is  not  a  fault  of  the  department — it  is  inherent  in  the 
nature  of  things,  but  the  irony  of  the  situation  is  this,  the 
State  encourages  investors  to  purchase  Consols,  at  the  price  of 
the  day,  through  the  Post  Office,  so  as  to  fund  some  of  its 
liabilities,  and  lessen  the  amount  of  its  unfunded  debt,  but 
is  careful  to  explain  that  it  does  so  without  responsibility. 
When  the  State  allowed  a  person  to  invest,  say,  £100  in  Consols 
at  par,  it  promised  2|  per  cent,  interest,  and  presumably  was 
honestly  of  opinion  that  it  was  not  inviting  its  poor  cUent  to 
lose  money  by  a  decline  in  the  sale  price  of  the  investment,  but 
when  the  poor  person  wishing  to  use  the  money  in  another  way, 
asked  that  the  stock  should  be  sold,  and  received  £70  or  £71,  it 
was  no  doubt  difficult  to  make  him  understand  why  he  got  back 
so  little  when  he  would  have  received  back  his  money  in  full  if  he 
had  laboriously  troubled  the  postmaster  who  invested  his  £100 
with  a  series  of  2,000  deposits  of  Is.  a  time,  the  total  of  which  would 
have  been  returned  in  full,  plus  2.|  per  cent,  interest.  True  he  would 
have  cost  the  State  2,000  sixpences,  or  £50,  in  expenses  of  manage- 
ment, but,  not  being  a  business  person,  he  might  have  failed  to 
understand  why  he  was  so  well  treated  after  giving  so  much  trouble, 
and  why  he  lost  so  much  by  investment  when  he  gave  no  trouble. 
The  explanation  that  this  is  "  National  finance  "  ought  to  satisfy 
him  even  if  it  does  not  restore  his  lost  £30  to  his  pocket.  The 
policy  of  taking  in  deposits  which  will  be  repaid  in  full  and  incur 
costs  of  management,  and  allowing  them  an  equal  rate  with  in- 
vestments which  are  not  an  immediate  liability   of  the  State, 
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cannot  be  defended.  In  the  one  case  the  State  takes  a  banker's 
risk,  and  pays  heavily  for  the  operation,  besides  adding  to  the 
unfunded  obligations  of  the  community.  In  the  other,  the  investor 
takes  the  risk,  and  at  the  same  time  lessens  the  unfunded 
obligations  of  the  State,  and  pays  heavily.  Does  this  seem 
reasonable  ? 


REDEEMABLE    STOCK. 

If  the  State  allows,  assists  or  encourages  poor  people  to  make 
investments  in  stock,  it  should  either  warn  them  of  the  risks  in 
terms  that  would  make  it  clear  that  they  are  invited  to  gamble, 
to  have  a  "  flutter,"  or  it  should  create  a  special  redeemable  stock. 
The  instalments  of  loans  coming  in  at  fixed  dates  would  provide  a 
means  of  financing  the  operation.  The  "  Special  Investment 
"  Departments  "  invite  comment,  but  as  they  are  only  indirectly 
connected  with  the  main  current  of  our  subject  they  need  not 
trouble  us. 

The  important  points  are  : — 

(1)  The  vastness  of  the  total  of  deposits,  and 

(2)  The  absolute  want  of  provision  for  depreciation  of  in- 

vestments. 

(3)  The  unfair  coincidence  of  the  rate  of  interest  between  the 

rate  allowed  to  depositors,  and  the  rate  of  return  on  in- 
vested money  and  the  loss  to  ignorant  people  who  take  a 
fluctuating  stock. 

(4)  The  want  of  provision  for  expenses.     The  lost  margin  of 

10s.  should  be  restored. 

Bankers  write  down  their  investments,  they  make  provision 
for  a  rainy  day  by  "  Cash  Reserves."  The  Government  does 
neither. 

Of  course,  as  Consols  have  fallen,  the  interest  return  on  new 
purchases,  if  any,  has  increased,  but  the  new  money  has  not  gone 
into  Consols  but  into  loans.  There  should  be  no  connection  be- 
tween the  general  taxation  of  the  community  and  the  finance  of 
the  Savings  Banks,  but  the  want  of  action  of  Parliament  has 
established  a  vital  connection  by  making  it  necessary  to  look  to 
the  annual  vote  as  a  means  of  adjustment  of  the  income  account. 
Parliament  has  allowed  a  vast  unfunded  debt  to  grow  up,  and  the 
national  obligation  remains  a  varying,  and,  on  the  whole,  an 
increasing  quantity,  until  the  happy  day  when  Consols  touch 
and  are  redeemed  at  par. 
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THE    COMMITTEE    OF    1902. 

The  Committee  thought  that  date  might  be  in  the  year  1923. 
Happy  prophets  !  Their  luck  has  still  nine  years  in  which  to 
turn.  The  1902  Committee  practically  ensured  that  the  finance  of 
the  Savings  Banks  should  be  withdrawn  from  the  purview  of 
Parliament,  when  it  recommended  that  "  an  annual  statement  of 
"  the  securities  held  for  the  Savings  Banks  funds  should  be  sub- 
"  stituted  for  a  valuation  at  market  prices."  In  ordinary  business 
this  policy  would  be  fatal.  It  is  because  the  finance  of  the  Savings 
Banks  renders  it  certain  that  if  a  time  of  crisis  came  they  would 
have  to  lean  upon  and  possibly  disorganize  the  London  Money 
Market,  that  I  have  troubled  you  by  referring  to  the  matter. 

There  is  much  humour  in  business  if  you  look  for  it,  and  one 
regrets  the  untimely  departure  of  Messrs.  Gilbert  and  SulHvan, 
before  they  had  dealt  with  the  subject  of  Savings  Bank  finance. 
Two  new  characters  in  "  Patience  "  would  have  done,  or  "  Patience  " 
with  her  money  in  the  Savings  Bank  and  Bunthorne  with  his  in 
Consols,  would  have  made  fine  comedy.  We  are  told  that  the 
working  man  finds  it  difficult  to  save  a  pound.  Prices  are  rising 
against  him  and  his  wages  have  a  lessened  purchasing  power. 
His  health  and  his  earnings  are  protected  by  a  National  Insurance 
Act.  If  he  reaches  the  dreary  age  of  70  the  State  allows  him  a 
pension  of  5s.  per  week.  Taking  the  highest  paid  classes  of  skilled 
labour — masons,  shipwrights,  lithographic  printers,  carpenters, 
ironfounders,  cotton  spinners— we  get  an  average  weekly  wage  of 
about  40s.  Out  of  this,  rent,  clothing,  food,  insurance,  contri- 
butions to  Trade  and  Friendly  Societies  must  come.  But  to  enable 
these  men  to  safely  deal  with  their  lavish  theoretical  savings, 
the  Savings  Banks  permit  them  to  put  away  £50  per  annum  in 
the  bank,  or  to  invest  it  at  the  Post  Office  in  Consols.  The  facts 
of  life  make  the  idea  preposterous.  The  Savings  Banks,  although 
paid  for  by  the  general  taxation  of  the  community,  are  used  for 
the  benefit  of  classes  for  which  they  were  never  intended.  To 
investigate  the  subject  thoroughly  would  take  a  whole  evening, 
but  if  you  are  greatly  interested  in  the  matter,  you  will  find  it 
fully  discussed  in  the  March,  1903,  number  of  the  Institute  of 
Bankers'  Journal,  in  my  paper  "  Savings  Banks,  and  their  relation 
*'  to  National  Finance." 

CREDIT    BANKING. 
CONSEQUENCES    OF    ITS    GROWTH. 

We  will  now  look  at  some  consequences  of  the  growth  of  the 
modern  system  of  credit  banking  as  evidenced  by  the  ever- 
increasing  use  of  the  cheque.     For  the  moment,  I  shall  follow  and 
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I  adopt  the  general  lines  of  the  argument  Professor  Jevons  stated 
in  his  "  Money  and  the  Mechanism  of  Exchange."  He  there 
said  that  in  1846  the  total  value  of  British  and  Irish  produce 
exported  from  the  United  Kingdom  was  about  58  millions.  In 
1866  it  amounted  to  189  millions,  in  1912  the  amount  was  487 
millions,  in  1913,  525  millions. 

The  total  circulation  of  Bank  notes,  English,  Scotch  and  Irish, 
was  in  1846,  39  milUons;  in  1866,  38 J  miUions;  in  1913,  about  44 
millions.  In  1868  the  totals  of  the  London  Clearing  House 
were  3,425  millions  ;  in  1912,  16,000  millions;  in  1913,  16,500 
millions. 

We  need  to  add  to  these  figures  the  Provincial  clearings,  the 
exchanges  between  banks,  and  the  cash  payments  at  bank  counters. 
The  basis  for  attempting  an  estimate  of  the  total  turnover  of  the 
English  banks  is  a  very  slender  one,  but  in  1881  I  attempted  such 
an  estimate  and  the  probable  amount  worked  out  at  11,000  millions. 
The  proportional  use  of  cheques  as  indicated  by  the  London  and 
provincial  clearing  house  totals  has  enormously  increased  since 
1881.  Only  a  new  banking  census  can  ascertain  the  facts,  but  if 
the  total  turnover  of  the  English  banks  reached  11,000  millions 
in  1811,  the  turnover  of  the  London  Clearing  House  alone  was  for 
1913,  16,500  millions.  As  a  pure  guess,  when  we  remember  the 
8,809  banking  offices  in  the  United  Kingdom,  30,000  millions 
does  not  seem  too  high  a  figure.  The  cheque  has  ousted  the  note — 
credit  sustained  on  cash  is  the  basis  of  our  banking  system.  Is 
the  basis  sufficiently  large  to  bear  the  superstructure  ?  It  is 
the  extreme  gravity  of  the  matter  that  makes  a  correct  answer 
necessary.  In  season  and  out  of  season,  thoughtful  economists, 
men  of  afiairs  and  statesmen,  have  been  calling  attention  to  the 
question.  The  few  figures  that  I  have  just  quoted  arrest  attention. 
Let  .  me  quote  you  some  of  the  most  weighty  opinions.  The 
question  is,  how  much,  what  proportion  ? 


LONDON    MONEY    MARKET.     ITS    INSTABILITY. 

"  The  only  measure  which  can  restore  stability  to  the 
"  London  market,  or  prevent  it  from  becoming  more  and  more 
"  sensitive,  is  to  secure  by  some  means  the  existence  of  more 
"  satisfactory  cash  reserves,  either  in  actual  coin,  or  on  Bank 
"  of  England  notes,  representing  deposits  of  coin  in  the  Bank 
"vaults." 

This  statement  was  made  by  Professor  Jevons  in  1874.  If 
this  were  true  in  1874,  how  much  more  does  the  need  appeal  to 
us  in  1914  !  We  want  to  fix  on  a  percentage,  and  to  define  a 
policy. 
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Professor  Jevons  died  in  1882.  Since  that  year  we  had  the 
Baring  crisis  and  the  troubles  at  the  time  of  the  South  African 
War.  In  November,  1890  (it  is  nearly  always  November  when 
trouble  comes),  the  difficulties  came  to  a  head.  The  inflated 
prices  and  speculative  activity  of  1888-1889  came  to  an  end,  and 
over-confidence  was  followed  by  a  vague  uneasiness.  Capital 
was  locked  up.  The  gold  question  began  to  be  eagerly  discussed. 
The  Bank  took  steps  to  secure  a  supply  of  the  metal.  The  Bank  of 
France  agreed  to  advance  the  Bank  of  England  3  millions  in  gold, 
with  interest  at  3  per  cent.,  £1,500,000  was  to  be  purchased  from 
the  Russian  Government,  and  £600,000  was  expected  from  Brazil. 
There  was  a  gloomy  feeling  abroad,  Friday,  the  14th,  was  the  day 
of  culmination  of  the  crisis,  Consols  fell,  a  meeting  of  merchants 
and  bankers  was  held  at  the  Bank  of  England  to  consider  the 
position  of  Messrs.  Barings.  Steps  were  taken  to  form  a  guarantee 
fund,  with  a  view  to  preventing  a  failure,  which  even  if  only 
temporary,  might  have  produced  a  disastrous  panic.  The  liabilities 
of  the  firm  were  £21,000,000.  With  the  varying  phases  of  the 
anxious  days  that  followed  we  need  not  concern  ourselves.  The 
Bank  of  England  through  the  Governor,  Mr.  William  Lidderdale, 
secured  the  common  action  of  all  the  banks,  and,  happily,  the 
ship  of  State  sailed  into  smooth  waters.  But  the  Governor  of 
the  Bank,  Mr.  Lidderdale,  and  the  Chancellor  of  the  Exchequer, 
Mr.  Goschen,  speaking  from  the  teaching  of  the  grave  experience 
through  which  they  had  passed,  urged  again  and  again  that  our 
metallic  banking  reserve  was  inadequate.  The  gravest  danger 
feared  by  Mr.  Goschen  and  Mr.  Lidderdale  in  November,  1890, 
was  internal  panic,  the  crippling  of  the  bank  system — a  paralysis 
of  trade.  If  Barings  had  failed  there  would  have  been  disaster 
abroad  as  well.  The  unquestioned  credit  of  the  London  accept- 
ance was  also  at  stake.  Language  more  decisive  than  that  of 
Mr.  Lidderdale  and  Mr.  Goschen  has  rarely  been  used  by  a  respon- 
sible person.  And,  let  us  remember  that  neither  Mr.  Lidderdale 
or  Mr.  Goschen  were  emotional  men.  Mr.  Goschen  said:  "You 
"  risked  the  supremacy  of  English  credit.  .  .  .  You  have 
"  escaped  from  catastrophe  which  would  have  affected  every 
"  town."  What  is  necessary  to  get  men  out  of  difficulty  when  they 
have  undertaken  more  liabilities  than  they  can  meet  is  to  have 
cash.  In  the  case  of  foreign  liabilities  what  you  want  is  cash. 
What  was  developed  in  my  mind  was  this,  that  there  were  not 
sufficient  banking  reserves  in  the  country. 

Here  I  must  give  utterance  to  a  strong  conviction  that  the 
banking  reserves  of  the  country  are  inadequate  to  the  necessities 
of  the  country  and  are  too  small. 
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GOLD    RESERVES    IN    CRISES, 

In  times  of  crisis  reserves  are  essential.  I  say  it  is  a  false  system 
and  a  dangerous  system  to  rely  simply  upon  the  aid  the  Bank  of 
England  can  give  in  a  crisis.  I  hold  that  the  great  banking 
institutions  are  bound  to  take  their  share.  The  position  of  the  Bank 
of  England  is  changed.  It  has  still  the  duty  of  endeavouring  to 
meet  all  the  necessities  of  a  crisis  ....  but  it  does  not  command 
any  longer  the  same  proportionate  resources  which  it  commanded 
in  old  times.  It  is  unable  at  this  moment  in  face  of  the  600  millions 
of  deposits  entrusted  to  other  banks,  to  take  the  same  position 
as  in  times  past. 

If  for  600  millions  in  Mr.  Goschen's  day  we  read  1,000  millions 
to-day,  we  get  the  measure  in  which  the  system  has  altered  in 
twenty-four  years.  Mr.  Lidderdale,  speaking  at  the  Mansion 
House,  expressed  similar  opinions,  and  we  cannot  forget  that  he 
spoke  as  Governor  of  the  Bank  of  England.  He  said  :  "  The  more 
"  I  see  and  learn  of  the  complicated  and  interdependent  finance 
"  of  this  country,  the  more  strongly  do  I  feel  that  the  one  thing 
"  needful  is  a  general  recognition  of  the  fact  that  the  maintenance 
"  of  a  sufficient  and  proper  reserve  for  the  national  wants  is  the 
"  concern  in  their  various  degrees  of  all  the  banks,  and  not  merely  of 
"  the  Bank  of  England  alone."  It  is  again  a  question — How  much? 
But  some  may  say,  and  I  do  not  blame  them,  "  but  we  have  heard 
"  all  this  before."  That  is  true.  The  symptoms  have  been 
diagnosed  by  many  physicians,  who  have  each  prescribed,  but  the 
patient  has  not  taken  the  medicine,  and  all  that  the  physicians  can 
do  is  to  recapitulate  their  prescription  and  to  say  "  take  the 
"  physic  until  you  are  healed."  Perhaps  there  have  been  too 
many  prescriptions.  The  facts  are  simple — no  man  can  ever 
justly  claim  that  he  personally  first  discovered  the  symptoms, 
prescribed  the  remedy,  and  wants  the  whole  credit  of  having 
"  deserved  well  of  the  country."  Many  have  worked  at  a  remedy 
for  a  progressive  disease,  all  must  combine  if  the  disease  is  to  be 
cured,  and  then,  of  course,  there  will  not  be  a  statue  for  anyone. 
But  do  let  us  remember  that  our  banking  system  has  undergone 
successive  improvements.  The  mere  development  of  a  strong 
group  of  banks  took  time.  Now  comes  a  further  evolution,  namely, 
the  acceptance  by  all  the  banks  of  an  individual  and  collective 
national  responsibility.  Let  us  be  quite  clear  what  we  want. 
We  want  to  secure  the  safe  working  of  a  system  which  substitutes 
credit  for  cash,  and  that  can  only  be  done  by  the  united  action  of 
all  the  banks,  and  in  the  last  resort  by  leaning  on  the  national 
credit,  and  by  that  I  mean,  if  necessary,  a  fiduciary  issue  which 
would  give  a  nervous  depositor  a  safe  guarantee  in  the  shape  of 
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a  bank-note.  The  banking  question  is  one  that  demands  serious 
and  quiet  attention.  The  aim  of  sound  banking  is  not  merely  to 
avoid  insolvency,  but  to  secure  stability  of  rates  and  regularity 
of  accommodation  to  trade.  That  English  bankers  have  prudently 
conducted  their  general  business  operations  is  not  in  question,  but 
they  have  a  corporate  and  an  individual  responsibility  for  the  safe 
working  of  a  credit  system  which  is  wonderfully  cheap  in  its  opera- 
tion, but  is  also  wonderfully  sensitive.  It  is  of  no  use  if  a  banker 
is  ultimately  solvent,  he  must  be  able  to  pay  on  demand. 

Most  responsible  people  recognise  the  reasonableness  of  the 
statement  that  provision  shall  be  made,  but  the  percentage,  the 
custody  and  management  of  the  reserve,  are  different  matters.  Dif- 
ferent banks  have  different  responsibilities — one  does  an  accepting 
business — necessary  to  the  community — another  may  minister  to 
the  needs  of  a  particular  industry  and  be  entirely  local  in  its  engage- 
ments, but  both  are  parts  of  the  same  money  market.  It  is  not 
only  the  size,  but  the  direction  of  business  which  has  to  be  con- 
sidered. For  instance,  the  acceptances  of  the  banks  have  largely 
increased.  But  at  the  end  the  question  comes  back  to  this — how 
best  to  unite  and  maintain  in  one  central  reserve  the  many  smaller 
reserves  of  the  individual  hanks.  Men  engaged  in  the  daily  work 
of  an  exacting  business  rarely  have  time  to  see  outside  matters 
which  may  affect  its  stability,  and  it  is  still  more  rare  for  them  to 
feel  grateful  to  those  who  point  out  symptoms  which  have  escaped 
their  own  notice.  Nevertheless,  the  full  meaning  of  a  system  of 
banking  which  is  almost  entirely  a  credit  system  has  to  be  ascer- 
tained if  the  system  is  to  be  worked  with  safety.  The  Money  Market 
and  the  finance  of  the  State  alike  rest  on  a  credit  basis.  The  sol- 
vency of  any  given  institution  may  be  quite  undoubted,  but  panic 
has  happened  before  now,  and  may  happen  again.  The  interests 
of  the  State  both  generally  and  as  banker,  and  of  the  commercial 
bankers  are  identical,  namely,  to  sustain  the  basis  of  credit.  In 
the  case  of  foreign  obUgations,  payment  may  be  asked  for  in  gold, 
internal  obligations  may  be  met  by  maintaining  the  credit  and  the 
currency  of  the  cheque,  and  of  the  system  or  settlement  by  clearing, 
in  the  last  resort  by  payment  in  legal  tenders,  which  shall  not  fall 
below  par. 


CITY    OF    GLASGOW    BANK    FAILURE. 

I  distinctly  remember  the  course  of  events  at  the  time  of 
the  failure  of  the  City  of  Glasgow  Bank.  Certain  banks  acted 
as  local  agents  for  the  City  of  Glasgow  Bank  in  some  of  the  larger 
English  towns.  In  the  first  excitement  of  panic  rumour  had  it 
that  the  City  of  Glasgow  Bank  was  largely  indebted  to  its  agents, 
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and  until  it  was  literally  driven  into  the  minds  of  depositors  by 
the  Press  that  the  agents  held  money  of  the  City  of  Glasgow  Bank, 
and  that  they  were  not  creditors,  a  series  of  withdrawals,  not  far 
from  the  conditions  of  a  run,  took  place.  Most  of  the  money  was 
drawn  by  cheque — transferred  to  other  banks — ^that  part  was 
settled  through  the  clearing,  which  is  equal  to  saying  that  depositors 
believed  in  the  solvency  of  the  bank,  although  they  took  the  pre- 
caution of  drawing  out  their  money — some  was  drawn  out  in  notes, 
legal  tenders,  and  a  small  part  was  taken  in  gold.  I  think  that 
most  partial  crises  follow  a  similar  course,  but  whatever  the  extent 
or  intensity  of  a  crisis  the  banking  community  could  not  allow 
any  solvent  bank  to  fail.  The  single  institutions  are  now  so  im- 
portant that  their  working  and  their  undoubted  stability  is  a 
matter  of  national  concern,  therefore  they  must  accept  a  common 
standard  of  safety.  Internal  panic  generally  begins  by  attacking 
the  credit  of  a  particular  institution,  and,  if  it  lasts  long,  it  goes  on 
to  a  general  distrust.     But  panics  rarely  do  last  long. 


THE  CORPOEATE  BRAIN  OF  THE  BANKING  WORLD. 

We  have  seen  the  unconscious  beginnings  of  a  general  organization 
of  the  English  banks  in  their  continuous  and  familiar  relations  with 
the  Bank  of  England,  due  to  the  centralization  of  administration  of 
English  banking  in  London,  and  to  the  business  meetings  of  the 
responsible  heads  of  the  banks  at  the  Committee  of  Clearing 
Bankers,  of  the  Central  Association  of  Bankers,  and  of  the  Country 
Bankers'  Association.  Here  the  banking  world  has,  without  con- 
scious search,  found  its  common  brain.  It  is  not  too  much  to 
expect  that  before  long  this  brain — this  centre — will  formulate  a 
policy  for  the  protection  of  the  system  of  English  banking  by 
agreeing  themselves  to  provide  a  part,  and  by  calling  on  other 
interested  sections  of  the  community  to  assist,  by  providing  their 
proportion  of  the  store  of  loose  unemployed  cash  on  which,  if  we 
want  safety,  it  is  vitally  necessary  that  our  national  finance  shall 
rest. 


BANK  AND  GOLD  RESERVES.     EMERGENCY  ISSUES. 

I  drew  a  distinction  between  bank  reserves  and  gold  reserves, 
and  you  will,  no  doubt,  wish  to  know  what  I  mean  by  this  distinc- 
tion. What  I  have  in  mind  is  this.  In  case  of  acute  internal 
panic  it  may  be  necessary  to  permit  a  temporary  issue  of  fixed  or 
of  an  elastic  amount  of  notes,  after  the  manner  allowed  under 
the  German  Bank  Act,  subject  to  tax.     This  is  less  cumbersome 
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than  waiting  for  a  letter  from  an  alarmed  Chancellor  of  the  Ex- 
chequer. But  let  us  remember  that  this  is  an  invocation  of  the 
aid  of  the  State  to  maintain  the  credit  of  the  banks,  the  national 
credit  if  you  like,  and  once  admit  the  principle  of  State  interfer- 
ence, you  may  have  Treasury  ideas  of  banking  translated  into 
circulars  to  commercial  bankers.  The  appeal  to  Ciesar  is  not 
always  pleasant,  but  an  emergency  note  issued  under  the  authority 
of  an  Act  of  Parliament,  must  bear  the  guarantee  of  the  State. 
The  banks  hold  plenty  of  depreciated  Consols  which,  we  have  seen, 
are  good  cover  for  a  loan.  Make  them  available,  in  case  of  need, 
for  an  issue  of  notes.  This  method  does  not  lock  up  any  available 
liquid  asset  of  the  bank,  it  turns  it  into  cash,  and  once  the  need 
is  over  the  Consols  would  be  returned  in  exchange  for  notes. 


SAVINGS    BANKS    AND    CRISES. 

Such  an  issue  might  be  of  enormous  importance  to  the  finance  in 
times  of  crisis  of  the  Savings  Banks.  An  issue  of  legal  tenders  would 
tide  over  an  internal  crisis,  but  such  notes  would  not  provide  the 
gold  needed  to  meet  a  foreign  drain.  Possessing  as  they  do,  and 
would  do,  the  guarantee  of  the  State,  they  would  be  an  available 
means  of  quietening  frightened  depositors,  but  they  would  fail 
in  one  vital  particular,  and  that  is,  they  would  not  provide  the 
gold  to  meet  a  foreign  demand,  natural  or  stimulated,  for  purposes 
of  political  offence  by  a  foreign  Power.  Of  course,  if  the  State 
or  the  bank  possessed  a  large  central  stock  of  gold,  it  could  look 
with  calmness  on  the  temporary  drain  of  a  moment.  I  do  not 
want  to  appear  to  say  that  a  gold  reserve  would  only  be  needed, 
or  that  it  should  only  be  used,  to  meet  a  foreign  drain. 


RESERVES,    USE    OF. 

A  reserve  is  the  property  of  individuals  and  does  not  need  condi- 
tions as  to  its  use.  Individuals  acting  together  for  a  common  interest 
and  each  providing  a  percentage  of  the  common  fund,  would,  no 
doubt,  make  mutual  regulations  providing  that  each  member 
should,  under  penalty,  maintain  his  proportion  in  the  common 
fund,  but  business  would  be  impossible  if  an  occasional  use  of 
the  reserve  by  its  owners  were  forbidden,  and  such  regulations 
would,  no  doubt,  allow  elasticity,  5  per  cent,  on  any  deficiency 
should  suffice. 

It  would  only  be  deliberate  evasion  that  would  incur  penalty. 
Let  us  follow  this.  If  a  particular  institution  habitually  appeared 
to  find  difficulty  in  maintaining  its  agreed  proportion  of  reserve, 
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what  would  happen  ?  A  scrutiny  of  its  balance  sheet,  an  enquiry 
into  its  methods.  Men  who  are  engaged  in  business  know  what 
that  means.  Nothing  is  more  dreaded  even  by  upright,  solvent 
arid  prosperous  firms  than  the  occasional  rumours  that  appear 
to  reflect  on  their  undoubted  credit,  and  which  are  followed  up 
by  the  searching  questions  of  creditors  and  of  enquiry  agents. 
Doubt  destroys  credit.  Similar  motives  would  apply  in  this 
case.  Seasonal  fluctuations  there  must  be,  and  it  might  happen 
that  the  seasonal  wants  of  one  bank  coincided  with  the  slack 
season  of  another,  thus  maintaining  the  average,  but  one  would 
be  paying  on  its  deficiency.  The  abihty  to  use  what  would  practi- 
cally be  a  temporary  fiduciary  issue  whose  working  and  purpose 
should  in  time  be  well  understood,  would  enable  the  English 
money  market  to  use  its  "  gold  reserves  "  if  necessary  in  meeting 
a  foreign  drain  without  an  undue  fear  of  consequences,  but  that 
presupposes  a  reasonably  adequate  central  gold  reserve,  because, 
unless  the  export  of  gold  were  for  the  time  being  forbidden,  which 
would,  in  itself,  destroy  the  international  character  of  the  London 
acceptance,  every  new  fiduciary  note  would  supply  a  potential 
means  for  the  foreigner  to  obtain  gold  from  the  Bank  of  England, 
so  far  as  he  had  money  in  this  market  that,  because  of  nervousness 
or  for  any  reason,  he  wished  to  withdraw.  We  must  not  force 
this  argument  too  far,  and  if  we  legislate  it  should  be  for  the 
probabilities  of  life.  A  general  distrust  is  hardly  Hkely,  because 
panics  are  usually  short-lived,  but  a  result  of  panic  and  of  a  tem- 
porary breakdown  of  our  banking  system  might  be  to  suggest 
to  the  foreigner  an  unsuspected  inability  on  our  part  to  make 
good  our  international  obligation  to  pay  in  gold.  That  would 
be  fatal.  Our  free  market  for  gold,  our  failure  to  exact  mint 
charges,  or  a  seignorage  invites  the  export  of  our  gold  stores  either 
in  bullion  or  in  coin — and  our  coins  go  out  into  the  melting  pot. 
At  Leeds,  in  January,  1891,  Mr.  Goschen  quoted  the  following 
figures  to  illustrate  the  contrast  between  the  position  of  the  Bank 
of  England  and  of  the  great  Continental  banks.     He  said  : 

"  The  Bank  of  France  holds  in  gold  and  silver  . .  95  miUions. 

"  The  Bank  of  Germany  holds  in  gold  and  silver . .  40        „ 
"  The  United  States  holds  in  the  Treasury  and 

the  National  banks     . .          . .          . .          . .  142        „ 

"  The  Bank  of  England 24        „      " 

In  the  Economist,  26th  September,  1891,  the  following  figures 
were  given  : 

Bank  of  France— Cash  Assets 103,801,000 

Liabilities.     Notes      . .          . .  118,013,000 

Imperial  Bank  of  Germany — Cash  Assets          . .  46,670,000 

Liabilities.  Notes..  46,898,000 
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These  great  accumulations  of  cash  are  the  basis  of  a  circulation, 
to  be  diminished  or  increased,  just  as  our  circulation  is  by  the  pre- 
sentation of  notes  or  the  addition  of  gold  to  the  stock.  I  have 
not  brought  Mr.  Goschen's  figures  up-to-date.  It  is  the  principle 
I  want  to  illustrate.  Our  problem  is  different.  We  need  (1)  to 
maintain  the  credit  of  the  cheque,  and,  in  our  worst  panics  that, 
so  far,  has  not  been  questioned,  and  (2)  to  be  able  to  meet  our 
international  gold  obligations.  Naturally,  the  balance  of  the 
moment  only  need  be  considered  in  questions  affecting  the  foreign 
exchanges. 


ACTION    OF    HOSTILE    STATES    ATTEMPTING    TO 
PRODUCE    PANIC. 

But  it  has  been  suggested  that  some  State  or  States  con- 
templating hostilities  against  us  may  rush  upon  us  suddenly 
with  demands  on  our  market  for  gold  which  we  shall  be  utterly 
unable  to  meet,  and  which  would  break  down  in  panic  and  utter 
ruin  our  internal  banking  system,  and  our  international  position 
as  the  Clearing  House  of  the  world.  Legal  tenders  settle  the 
internal  question.  How  is  this  ruin  to  be  worked  ?  An  indemnity 
cannot  be  claimed  or  enforced  until  successful  war  has  brought 
a  State  to  its  knees  and  compelled  it  to  sue  for  terms  from  its 
adversaries.  We  may  dismiss  that.  The  acceptances  of  the 
English  joint  stock  banks  were  given  in  the  Economist,  17th  May, 
1913,  as  61  millions.  If  we  multiply  that  amount  by  four  we  get 
244  millions  for  the  year.  Such  figures  can  only  be  approximate. 
Then  there  are  the  acceptances  of  the  merchant  banking  houses, 
of  the  India,  China,  Australian,  New  Zealand,  South  African 
banks,  and  the  domiciles  of  the  foreign  banks  having  offices  in 
London.  The  list  might  be  extended.  But  these  acceptances 
are  not  given  for  nothing,  they  represent  trading  transactions, 
exports  and  imports,  moving  of  crops,  payment  for  services. 
They  set  off  one  against  the  other.  For  example,  if  the  yearly 
acceptances  of  the  joint  stock  banks  amount  to  244  millions, 
they  amount  only  to  61  millions  in  any  three  months,  and  this 
statement  must  be  proportionately  true  of  most  other  acceptances. 
The  Economist  stated  "  their  (deposits)  ratio  to  total  liabilities 
"  has  not  altered  much,  because  acceptances  have  risen  very 
"  rapidly."  That  is  a  change  in  the  direction  of  liability.  Deposits 
may  or  may  not  remain,  acceptances  must  mature,  and  they  con- 
stitute about  6.6  per  cent,  of  the  total  liabilities  of  the  joint 
stock  banks.  But  they  do  not  all  mature  on  any  one  day  or  in 
any  one  week,  they  come  from  various  quarters,  one  obligation 
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cancels  another.  There  remain  the  London  balances  of  foreigners 
in  London,  and  the  possible  effort  to  sell  securities  on  the  Stock 
Exchange. 


ACCEPTANCES.    MATURITIES  SPREAD  OVER  PERIOD. 

In  the  first  place,  to  accumulate  a  mass  of  acceptances  for  pay- 
ment at  a  given  moment  or  in  a  given  time — say,  a  week — would 
require  that  value  should  have  been  given  for  them  by  the  hostile 
purchaser,  to  the  inconvenience  of  his  national  trade,  because  the 
purchaser  would  be  accumulating  potential  funds  and  lessening 
the  settling  power  of  his  nation  for  its  own  London  debts,  for  the 
time  being.  True,  the  means  of  purchase  might  be  found  by  using 
a  war  chest,  but  that  has  its  limits.  But  could  this  operation  be 
carried  through  in  secrecy  ?  I  doubt  it.  If  such  an  effort  were 
made  the  first  result  would  be  that  some  bank,  banks  or  institution 
would  acquire  an  abnormal  balance  in  London,  and  following  the 
usual  custom,  it  would  collect  the  cheques  through  its  London 
clearing  agent.  If  it  allowed  the  money  to  remain  in  his  hand 
the  immediate  result,  so  far  as  the  market  was  concerned,  would 
be  a  displacement  of  credits — the  London  clearing  agents  would 
have  so  much  more  to  lend,  the  other  bankers  less.  This  sudden 
accession  of  funds  would  put  the  London  agent  and  the  market  on 
enquiry.  No  banker  would  accept  the  sudden  custody  of  funds 
of  very  large  amount  which  might  upset  his  own  financial  arrange- 
ments unless  he  understood  on  what  date  or  about  what  time  he 
would  be  called  upon  to  repay  the  money.  A  large  accumulation 
of  funds  such  as  we  are  discussing  could  not  go  undiscovered  or 
not  commented  on.  Without,  we  suppose,  a  finely  ingenious  and 
long  thought-out  plan  to  attack  the  stability  of  the  London  Market 
in  which  all  nations  joined — and  this,  surely,  is  absurd,  then  the 
effort  could  only  be  made  by  the  nationals  of  the  hostile  State  or 
States,  and  it  would  be  to  the  advantage  of  any  counter  combina- 
tion of  States  to  defeat  the  scheme.  Such  an  effort  could  only 
be  made  by  and  through  the  nationals  of  the  hostile  State  or  group 
of  States,  and  if  this  long  malignity  of  preparation  did  ever  exist, 
surely  there  would  be  something  in  the  public  relations  of  the  States 
concerned  to  show  to  all  the  world  that  this  was  an  act  of  hostility — - 
an  act  of  war.  Assuming  that  such  an  effort  were  made,  while 
the  present  political  grouping  of  the  Powers  continued,  it  is  pretty 
obvious  that  the  balance  of  financial  strength  would  lie  with  the 
defending  group. 

But  let  us  go  on  a  bit.  The  acceptors  would  have  discharged 
their  obligations  through  the  clearing.  In  the  same  way,  if  the 
balances   of  houses  of  the  supposed  hostile  State  were  greatly 
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inflated,  they  would  in  the  same  way  for  the  time  being  remain  in 
the  custody  of  their  London  clearing  banker,  and  he  would,  if  he 
were  not  the  same  person  as  the  banker  of  the  foreign  presenter  of 
acceptances,  also  possess  abnormal  market  credits.  The  whole 
process  would  be  known  to  and  discussed  by  the  market.  Again, 
if  the  foreign  house  or  houses  tried  to  sell  stocks — Consols  or  any 
security  to  a  large  amount,  which  in  the  public  conditions  we  have 
supposed  would  be  impossible— but  if  they  did  perform  the  im- 
possible— they  would  be  paid  by  cheque,  and  thus  again  would 
become  possessed  of  market  credits.  No  one  who  knows  the  City 
of  London  can  imagine  that  such  an  operation  as  I  have  described 
could  successfully  be  carried  out. 

Let  us  follow  this  further.  We  have  got  to  the  stage  of  suppos- 
ing the  impossible  fact,  that  when  the  relations  of  two  nations 
or  of  two  groups  of  nations  are  in  a  state  of  tension,  an  agent  or 
agents  of  the  hostile  Power  or  group  of  Powers  could,  without 
attracting  serious  public  notice,  gather  together  through  a  London 
or  any  English  banker,  a  mass  of  credit,  available  to  support  a 
demand  for  a  large  enough  sum  in  gold  to  upset  the  internal  and 
the  external  finance  of  the  country.  Stock  brokers,  bill  brokers, 
bankers,  would  all  have  seen  the  displacement  of  credits.  Now 
comes  the  dramatic  step.  The  agent  wants  to  turn  these  credits 
into  cash.  He  gives  notice  to  his  banker,  the  banker  calls  in  the 
credits  from  the  market.  What  then  ?  Whatever  the  size  of  the 
clearing  bank  which  had  so  far  acted  for  the  foreign  house,  it  could 
not,  unless  (which  is  impossible)  it  had  made  itself  accomplice  in 
the  undertaking,  pay  out  sufficient  legal  tenders  to  be  afterwards 
turned  into  gold  at  the  Bank  of  England.  To  have  stored  up  the 
millions  of  gold  necessary  to  have  financed  the  operation,  would 
have  been  impossible.  Gold  does  not  come  on  the  market  quickly 
enough  for  that.  The  whole  business  would  have  been  watched 
from  the  moment  it  assumed  considerable  dimensions. 

But  we  have  not  quite  finished. 

Where  would  the  gold  come  from  if  the  notes  were  obtained  ? 
From  the  Bank  of  England.  It  has  then  to  be  packed  and  exported. 
Can  anyone  believe  that  with  the  clear  evidence  of  hostile  intention, 
that  the  Government  of  the  day  would,  under  the  conditions,  allow 
the  gold  to  go  ?  They  would  forbid  the  export,  as  they  would 
forbid  the  export  to  a  hostile  State  of  munitions  of  war. 

There  remains,  speaking  broadly,  only  one  other  source  from 
which  gold  could  be  obtained  in  England,  and  that  is  the  weekly 
imports  from  South  Africa.  Gold  is  refined  chiefly  by  three  firms 
— Johnson,  Matthey  &  Co.,  the  Rothschilds,  and  R.  Raphael  &  Sons. 
To  get  at  this  gold  the  would-be  exporter  would  need  to  call  in  his 
credits  from  the  market  in  the  way  we  have  already  considered, 
and  thus  advertise  the  fact  of  his  purchases,  and  he  would  then 


60  English  Banking. 

need  to  pack  and  export  the  metal.  But  by  custom  the  Bills  of 
Lading  for  all  imported  Bullion  pass  through  the  hands  of  the 
Bank  of  England,  and  that  fact  imposes  an  additional  safeguard 
against  an  illicit  export  of  the  metal 

Even  supposing  that  the  collecting  of  the  gold  were  effected — the 
scarcity  of  market  credits  created  by  the  operation  would  have 
raised  and  raised  rates  until  the  very  artificial  and  hostile  meaning 
of  the  operation  became  evident. 

I  think  that  we  have  disposed  of  the  fear  of  a  large  operation,  but 
with  our  inconceivably  small  "  Central  Cash  Reserve  "  it  is  quite 
possible  that,  for  a  time,  a  series  of  small  hostile  withdrawals, 
which  would  be  difficult  to  detect,  might  be  made,  and  which 
would  alarm  the  business  community.  That  is  our  own  fault.  We 
want  to  show  a  Central  Gold  Reserve,  and  surely  this  is  a  possible 
thing. 


ENGLISH    JOINT    STOCK    BANKS'    ACCEPTANCES. 

Let  us  again  remember  that  the  acceptances  of  the  English  joint 
stock  banks  amount  to  61  millions,  or  about  6.6  per  cent,  of  their 
liabilities. 

The  great  accepting  banks  no  doubt  keep  a  large  store  of  gold 
to  meet  this  liability.  We  are  dealing  with  a  possible  consequence 
of  our  refined  system  of  credit.  It  is  a  matter  for  action,  but  for 
thought-out  action,  not  for  an  impulsive  rush  to  do  something 
regardless  of  consequences.  We  admit  that  the  evidence  is  con- 
clusive ;  let  us  calmly  look  for  a  remedy.  A  foreign  drain  arising 
from  a  temporary  adverse  balance  of  trade  or  from  a  difference 
between  English  and  foreign  rates  for  money,  would  soon  right 
itself.  On  the  whole,  we  are  still  largely  a  creditor  nation,  there- 
fore, it  is  only  the  balances  of  a  moment,  the  daily  or  seasonal  play 
of  the  market  that  we  have  to  consider.  Under  such  conditions 
matters  right  themselves,  but  if,  knowing  that  the  export  of  gold 
in  considerable  quantities  is  at  times  inevitable,  we  choose  not  to 
keep  a  reasonable  stock  in  hand,  can  we  be  called  wise  or  prudent 
business  men  ?     I  think  not. 

"  Our  money  market  is  sensitive  because  we  choose  that  it  shall 
be  so." 

As  I  understand  the  matter,  we  want  to  protect  an  internal 
system  of  credit  from  the  risk  of  toppling  down  because  its  legal 
tender  basis  may  be  insufficient,  and  we  want  to  be  able  to  meet 
any  legitimate  foreign  drain  by  keeping  a  reasonable  percentage  of 
unemployed  gold  to  meet  legitimate  demands. 

The  London  clearing  banks  appear  to  aim  at  keeping  an  average 
about  15  per  cent,  of  their  liabilities  to  depositors  in  cash.     Their 
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proportion  of  the  total  deposit  liabilities  of  the  English  banks  is 
616  or  617  millions.  Their  cash  on  hand  and  at  Bank  of  England 
on  the  date  chosen  {Economist,  17th  May,  1913)  should  have  been 
92  miUions,  it  was  actually  about  86  millions.  But  some  of  the 
banks  which  at  other  periods  show  as  much  as  17  per  cent,  of 
cash  (including  acceptances  in  their  liabilities)  show  only  14,  13, 
12.8  and  12.7  per  cent.  How  much  of  this  is  mere  fluctuation  ? 
The  Times  gives  the  averages  for  November,  1912,  as  15.2  per 
cent.,  for  November,  1913,  as  15.4  per  cent.,  and  for  January, 
1914,  as  16.8  per  cent.  This  points  to  legitimate  fluctuation, 
or  possibly  to  "  window  dressing." 

There  are  four  banks  with  2,398  offices,  eight  responsible  for 
2,232  offices  and  eight  responsible  for  1,141  offices,  or  twenty 
banks  with  5,771  offices  and  728  millions  of  deposits.  If  you  add 
to  these  the  West-End  banks  and  the  private  banks,  you  get 
5,777  offices  and  (excluding  the  Bank  of  England)  800  miUions 
of  deposits.  Fifteen  per  cent,  of  800  millions  is  120  millions. 
The  actual  "  cash  on  hand  "  at  the  Bank  of  England  for  the  whole 
of  the  joint  stock  banks  of  England,  as  given  in  the  Economist 
of  17th  May,  1913,  was  105  millions. 

Deposits.  Cash.  Short. 

Millions.         Millions.        Millions. 

The  clearing  bankers  had  . .  . .       616  86  6 

Add  some  West-End  banks  . .         18  2  1 


634 

88 

7 

Add  the  country  joint  stock  banks 

139 

17 

4 

773 

105 

11 

And  the  private  banks*     . . 

27 

3 

1 

Millions 

800 

108 

12 

There  are  many  elements  in  this  estimate  which  are  mere  con- 
jectures ;  for  instance,  it  is  impossible  to  make  a  real  average  of 
the  "  cash  in  hand  "  and  at  "  call  "  in  the  166  million  group. 
One  bank  gives  8.2  per  cent,  as  its  cash  on  hand,  another  3.9  per 
cent.,  another  9.8  per  cent.,  and  some  lumped  both  items.  But 
if  800  millions  be  the  total  deposit  liabilities  of  the  English  internal 
banks,  and  if  they  do  hold  about  108  millions  of  cash  on  hand 
instead  of  120,  then  again  how  much  is  fluctuation,  how  much 
real  shortage  ?  The  total  cost  of  holding  11  millions  more  in  cash 
on  hand  would,  at  3  per  cent.,  be  roughly  £360,000  per  annum, 
the  pressure  being  greatest   on  the  country  banks,   because  an 

*  The  Economist  list  included  Becketts,  Blydensteins,  Childs,  Cocks,  Biddulph 
&  Co.,  Cox  &  Co.,  Hoares,  Robarts,  and  Simonds  of  Reading. 
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inspection  of  the  figures  of  tlie  private  banks  gives  six  London 
names  (which  suggests  a  high  rate  of  cash)  and  only  three  country 
names — one  (Simonds  of  Keading)  having  since  amalgamated 
with  Barclays. 


RESEKVES    AND    TILL    MONEY. 

The  broad  fact  emerges  that  the  great  central  group  of  London 
banks,  or  let  us  say  of  banks  in  the  London  Clearing  House,  is 
responsible  for  over  600  "millions,  or  75  per  cent,  of  the  deposits 
in  the  hands  of  the  English  banks,  and,  on  the  figures  before  us, 
held  86  millions  instead  of  90  millions  of  cash  on  hand,  and  I 
suggest  possibly  most  of  the  difference  is  fluctuation.  That  leaves 
the  country  banks  with  139  millions  of  deposits  and  a  possible 
17  millions  of  cash  on  hand  and  at  Bank  of  England.  Figures 
such  as  these  are  necessarily  largely  conjectural.  But  the  total 
of  money  at  "  call  and  short  notice  "  for  all  the  English  joint 
stock  banks  is  given  in  the  Economist  as  112  millions,  and  of  this 
the  clearing  banks  hold  88  millions.  That  leaves  24  millions  to 
make  the  balance  of  the  112  milUons,  but  this  residue  of  24  millions 
includes  Baring's  3  millions.  So  many  of  the  country  banks 
refrain  from  separating  "  cash  on  hand  "  from  "  money  at  call  " 
that  it  is  hardly  worth  while  to  make  a  further  analysis.  Eight 
or  nine  millions  may  be  money  at  call,  the  other  cash.  There 
are  the  Scotch  and  Irish  banks,  the  merchant  banking  houses  to 
consider,  the  corporations  and  other  private  customers  of  the 
Bank  of  England.  In  the  autumn  the  Scotch  banks  lean  on  the 
London  market. 

The  facts  of  the  autumnal  pressure  are  now  well  understood. 
November  and  panic  are  closely  associated.  Acute  and  careful 
observers  long  ago  pointed  out  that,  from  natural  causes,  such 
as  the  movement  of  crops,  the  activity  of  outdoor  trades,  pleasure 
and  travelling  expenses,  Scotch  term  payments,  the  payment  of 
dividends  (which,  at  that  time  of  the  year,  do  not  quickly  return 
to  London),  there  is  always  a  tendency  to  commercial  distress 
in  November.  If  there  is  a  quarterly  tide  in  the  business  affairs 
of  men,  there  is  in  November  an  annual  ebb  tide.  It  is  generally 
at  this  time  of  the  year  that  anything  abnormal,  any  great  and 
irregular  fluctuation  which  takes  money  from  the  banks  tends  to 
become  panic.  There  was  this  aggravation  in  November,  1836, 
1847,  1857,  1866.  The  Baring  crisis  was  also  in  November.  The 
Overend  Gurney  crisis  took  place  in  May,  1866. 

But  crises  arise  because  there  is  not  a  sufficient  preparation  to 
tide  over  distress  without  letting  it  degenerate  into  a  dangerous 
disease.     It  is  the  old  homely  "  stitch  in  time  "  that  is  wanted, 
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and  really,  gentlemen,  I  liave  seen  bankers  with  their  financial 
needle  and  cotton  in  their  hands.  In  this  connection  the  important 
question  is  the  administration  of  the  joint  stock  banks.  They 
control  some  90  to  95  per  cent,  of  the  deposits  of  the  English 
banks.  They  are  widespread.  Each  of  them  is  of  national 
importance,  and,  therefore,  has  national  responsibilities.  I  think 
we  may  fairly  say  that  they  recognise  their  responsibility,  but 
do  they  accept  it  as  fully  as  it  should  be  accepted  ? 

Eighty  or  ninety  milHons  of  cash  on  hand  only  amounts  to  some 
fifteen  thousand  pounds  per  ofiice.  When  one  remembers  the 
great  disproportion  in  the  size  and  the  liabilities  of  individual 
offices,  an  average  seems  absurd,  but  15,000  per  office  is  only 
10  per  cent,  of  their  average  liabilities  of  150,000  per  office.  But 
business  is  based  on  experience,  and  a  relatively  small  sum  skil- 
fully used  will  maintain  a  position  that,  in  theory,  is  open  to  much 
comment.  This  question  arises.  Suppose  that  each  bank  kept 
in  hand  on  an  average  a  sum  equal  to  15  per  cent,  of  its  deposit 
liabilities.  Is  that  enough  ?  We  have  to  remember  that  a  certain 
percentage  of  this  15  per  cent,  would  be  absolutely  wanted  for 
"  till  "  money  to  meet  daily  demands  at  the  counter,  and  weekly 
demands  for  wages.  15  per  cent,  might  be  enough,  but  15  per 
cent,  of  800  millions  is  only  120  millions.  The  value  of  120  millions 
as  reserve  is  unknown,  unless  we  know  what  percentage  of  the 
amount  must  be  retained  as  till  money.  The  point  is  this  :  If 
we  do  deal  with  the  question  of  cash  reserves,  let  us  have  something 
up  our  sleeve  in  the  way  of  an  emergency  issue  which  would 
steady  the  public  nerves,  be  a  possible  source  of  profit  to  the 
State,  and  enable  our  banking  system  based  on  credit  to  ride 
safely  through  storms.  Any  right  of  access  to  an  emergency 
issue  would  involve  a  penalty  which  would  render  it  unprofitable 
to  the  borrowing  bank,  and  it  is  quite  likely  that  the  knowledge 
that  the  State  had  provided  for  emergencies  would  make  them  of 
very  rare  occurrence. 

The  following  table  may  help  us.  It  is  based  on  part  of  the  weekly 
return  of  the  Banking  Department  of  the  Bank  of  England. 

May  17th,  1899.      May  15th,  1913. 
Notes  in  the  hands  of  the  public 

were £28,000,000  £29,000,000 

Total  other  deposits       . .  . .       37,000,000  38,000,000 


£65,000,000  £67,000,000 


The  figures  on  which  these  tables  are  based  are  used  because 
they  appear  in  the  annual  May  Banking  Supplement  of  the  Econo- 
mist, but  the  figures  in  the  weekly  return  vary  greatly  from  week  to 
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week,  and  a  much  more  favourable  return  might  have  been 
selected. 

1.  So  far  as  "  Cash  in  hand  "  is  concerned,  it  is  evident  that  the 
banks  cannot  hold  a  larger  amount  of  Bank  of  England  notes  than 
there  are  notes  in  the  hands  of  the  public  ;  therefore,  in  May,  1899, 
the  total  possible  holding  was  28  millions,  and  in  May,  1913,  29 
millions. 

2.  It  is  also  certain  that  the  banks  cannot  have  a  larger  claim 
on  the  Bank  of  England  than  the  amount  of  its  "  Other  deposits." 
On  the  17th  May,  1899,  the  "  Other  deposits  "  were  37  millions. 
On  the  15th  May,  1913,  the  "  Other  deposits  "  amounted  to  38 
millions.  But  as  illustrating  the  wide  range  of  fluctuation,  we 
had  59  millions  in  May,  1903,  36  millions  in  1910,  41  millions 
in  1911,  40  millions  in  1912,  and  38  millions  in  1913.  It  is 
true  that  the  notes  in  the  hands  of  the  public  apart  from 
the  banks  are,  relatively  to  the  total  issue,  of  trifling  amount. 
In  1899,  I  guessed  that  the  public  might  hold  8  millions  out  of 
28  millions,  but  I  think  that  suggested  figure  was  too  high.*  To-day 
I  should  incline  to  say  the  banks,  on  the  basis  of  the  May,  1913, 
figures,  hold  25  millions  out  of  the  29  millions  of  notes  in  the  hands 
of  the  public. 

3.  The  "  Other  Deposits  "  include  : 

The  London  clearing  bankers'  balances. 

Bankers'  balances  in  the  towns  where  the  Bank  of  England 
has  branches,  viz.,  Birmingham,  Bristol,  Hull,  Leeds, 
Liverpool,  Manchester,  Newcastle,  Plymouth,  Ports- 
mouth. 

The  balances  of  the  Irish  and  Scotch  banks. 

The  balances  of  private  firms  and  corporations. 

The  "  Other  deposits  "  amount  to  38  millions.  How  much  of 
this  sum  is  bankers'  money  ?  Shall  we  say  20  millions  ?  Shall 
we  say  that  the  banks  hold  in  notes  25  millions  ?  The  figures  are 
hypothetical,  but  cannot  be  far  wrong. 

In  the  Economist,  17th  May,  1913,  the  total  liabilities  on  current 
and  deposit  account  of  the  banks  of  the  United  Kingdom  are  given 
as  1,058  millions,  but  Scotch  and  Irish  banks  use  local  notes.  We 
will,  therefore,  take  the  English  banks,  joint  stock  and  private. 
Their  liabilities  were  800  millions,  and  of  this  total  the  joint  stock 
banks  account  for  773  millions.      The  Economist  gives  the  "  Cash 

!  *  The  details  of  the  1899  calculations  are  to  be  found  in  the  Economic  Journal, 
Vol.  IX,  page  397,  in  my  paper  on  Bank  Reserves,  which  brought  up  to  date 
the  discussion  on  "Bank  Reserves."  Transactions  of  the  Manchester  Statis- 
tical Society,  1891-2,  and  Economic  Journal,  Vol.  2,  page  531,  "  The  insuffi- 
ciency of  our  Cash  Reserves." 
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"  in  hand  "  and  at  the  Bank  of  England  held  by  the  joint  stock 
banks,  including  the  Bank  of  England,  at  136  millions,  and  at 
"  Call  and  short  notice  "  as  112  millions.  The  division  is  not 
made  in  the  case  of  the  private  banks. 

We  therefore  get  cash  in  hand  and  at  Bank  of  England 

(less  Bank  of  England,  31  millions)        ..  ..     £105,000,000 

Money  at  call  and  short  notice  112,000,000 

£217,000,000 


But  the  total  possible  claim  of  the  whole  of  the  banks  of  the 
United  Kingdom  on  the  Bank  of  England  cannot  much  exceed 
20  millions.  Therefore,  a  figure  somewhere  about  20  millions 
represents  the  share  of  "  Cash  on  hand  and  at  Bank  of  England  " 
to  meet  the  867  millions  of  the  English  banks. 

We  can  arrange  the  figures  : — 

Cash  in  the  hands  of  the  Bank  of  England  belong- 
ing to  bankers     £20,000,000 

Bank  of  England  notes  held  by  banks        . .  . .  25,000,000 

Other  cash  on  hand,  gold,  etc 60,000,000 


105,000,000 
Money  at  call  and  short  notice         . .  . .  . .         112,000,000 


£217,000,000 


This  table  is  based  on  the  assumption  that  the  bankers'  balances 
are  purely  English  balances.  The  Scotch  and  the  Irish  issue  their 
own  notes,  and  it  is  very  unlikely  that  they  hold  much  money  in 
London.  The  English  private  banks  do  not  separate  "  Cash  on 
"  hand  and  at  Bank  of  England  "  irom  "  Money  at  call,  etc." 

If  the  details  of  the  figure,  105  millions,  approximate  to  the 
truth,  then  the  banks  have  only  a  slight  call  on  the  Banking  De- 
partment of  the  Bank  of  England  (20  millions),  and  a  call  for  25 
millions  of  gold  on  the  Issue  Department,  and  the  bulk  of  their 
cash  on  hand  must  be  in  gold.  If  also  the  amount  of  gold,  silver 
and  copper  (say,  60  millions)  is  reasonably  correct,  then  the  ques- 
tion arises  how  much  of  this  sum  of  60  millions  is  "  Till  "  money, 
needed  for  wages,  going  out  on  Friday  and  Saturday,  and  coming 
back  on  the  early  days  of  the  following  week  ?  Wages  play  an 
enormous  part  in  the  circulation  of  coin.  The  percentage  of  cash 
kept  by  the  London  clearing  banks  is  considerably  higher  than 
that  maintained  by  some  country  bankers. 
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MONEY   AT   CALL   AND    SHORT    NOTICE   NOT 
CASH. 

In  times  of  crisis  "  Money  at  call  and  short  notice "  is 
not  cash.  At  the  time  of  the  Baring  crisis,  one  of  the  pre- 
occupations of  Mr.  Lidderdale  was  to  prevent  London  and 
other  bankers  from  calling  in  loans  from  bill  brokers.  None 
of  the  banks  were  lending  new  money,  and  some  were  anxious 
to  get  their  loans  in.  The  only  open  door  was  the  Bank  of 
England's,  and  the  Bank  had  this  choice  :  (1)  Weaken  its  own 
position  and  consequently  its  power  of  public  usefulness  by  afford- 
ing an  unnecessary  relief  to  nervous  lenders,  or  (2)  compel  or 
persuade  bankers  not  to  call  in  loans,  or  if  they  persisted,  allow 
inevitable  panic  to  spread  to  the  London  bill  market.  The  bankers 
held  together.  You  know  that  the  security  offered  by  bill  brokers  is 
in  the  high  quality  of  the  bills  they  offer  as  security  for  loans. 
Floaters  are  a  somewhat  modern  innovation.  If  panic  or  stress 
assail  the  business  community,  the  loans  made  by  a  banker  to  a 
bill  broker  on  the  security  of  first-class  bills  of  exchange  very  rarely 
result  in  loss.  The  worst  the  banker  has  to  do  is  to  wait  the 
maturity  of  his  security,  but  it  is  hopeless  to  look  for  help  in  a 
twenty-four  hours'  or  a  forty-eight  hours'  panic  from  bills  unsale- 
able at  the  moment,  and  it  is  useless  to  force  the  brokers  on  the 
Bank  of  England.  The  bills  steadily  mature,  and  discharge  the 
bill  brokers'  liability  within  a  short  fixed  period.  It  is  to  the  bill 
and  not  to  the  broker  that  the  banker  must  look  in  times  of  crisis. 


SECURITIES    NOT    SALEABLE    IN    TIME    OF 
PANIC. 

Then,  too,  even  gilt-edged  securities  are  not  saleable  on  a  large 
scale  in  time  of  panic.  Experience  has  proved  the  truth  of  these 
statements.  If  anyone  had  at  such  a  time  a  large  loose  unem- 
ployed store  of  cash,  he  might  be  tempted.  But  where  would  he 
be  found  ?  One  per  cent,  of  the  balances  of  the  English  banks 
would  call  for  8  or  9  millions.  Markets  are  all  alike,  they  serve 
a  community,  up  to  the  absorbing  capacity  of  that  community, 
but  an  excess  of  supply  is  only  waste,  or  in  some  cases  a  cause  of 
alarm. 

There  is  no  more  nervous  institution  in  the  world  than  the  Stock 
Exchange,  and  it  should  not  be  difficult  for  any  experienced 
broker  or  jobber  to  write  on  the  terrors  of  the  imagination.  This 
brings  us  back  to  the  question  : 
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1.  How  much  "  reserve,"  what  percentage  do  we  want  ? 

2.  Where  and  in  what  form  shall  it  be  kept  {e.g.,  gold  or 

notes)  ? 

3.  Shall  there  be  a  statutory  enactment  to  enable  an  emer- 

gency issue  to  be  made,  the  example  being  the  German 
Bank  Act  ? 

4.  Taking  the  supposititious  figures,   namely,  money  in  the 

hands  of  bankers. 

Bank  notes  . .  . .  . .     25  millions. 

Share  of  "  Other  deposits  "       . .     20 
Gold,  etc. . .  . .  . .  . .     60         „ 


£105  millions. 


WHAT  PERCENTAGE  OF  REAL  RESERVES  DO 
THE  ENGLISH  BANKS  KEEP  ? 

The  question  is,  how  much  is  "  till "  money,  how  much 
■"  reserve  '"'  ?  On  this  simple  question  the  other  questions  hinge. 
If  a  large  percentage  is  "  reserve,"  then  by  common  action  in 
massing  their  separate  reserves  together,  the  existing  central 
reserve  would  be  shown,  and  if  it  were  inadequate  steps  could  be 
taken  to  strengthen  it.  The  matter  is  simple,  but  an  Act  of 
Parliament  for  an  emergency  issue,  an  amendment  of  "  Peel's 
"  Act,"  could  only  be  obtained  after  a  dangerous  public  discussion 
in  which  every  currencymonger  who  had  missed  the  real  point — 
the  national  safety — would  feel  justified  in  reviewing  the  adminis- 
tration of  the  individual  banks,  a  matter  which  he  probably  did 
not  understand.  Money  for  "  reserve  "  purposes,  be  it  Bank  of 
England  notes,  gold,  coin,  or  bullion,  should  not  be  deposit  money 
with  the  Banking  Department  of  the  Bank  of  England,  nor  with  a 
London  agent.  To  leave  it  there  is  to  travel  in  a  vicious  circle. 
No  one  has  a  more  profound  respect  for  the  wisdom  of  the  manage- 
ment of  the  Bank  of  England  than  I  have.  But  to  place  money 
in  the  custody  of  the  Bank  of  England  as  banker,  which  you 
deliberately  state  to  be  your  "  reserve,"  is  to  tie  the  hands  of  the 
Bank  in  the  use  of  such  money,  and  to  make  it  a  mere  custodian 
if  it  accepts  as  it  always  has  done  in  other  matters  a  high  con- 
ception of  public  duty  in  fulfilling  its  public  responsibilities.  If 
the  Bank  of  England  has  deposits  in  its  hands  it  claims,  and  rightly 
claims,  that  as  banker  it  holds  all  its  deposits  to  be  used  subject 
to  its  own  discretion,  and  on  its  own  responsibility. 
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BANK    KESERVES    IN    BANK    OF    ENGLAND    NOTES. 

The  new  solidarity  of  bankers,  and  their  intimate  relations 
with  the  Bank  of  England  and  with  one  another,  make  it  possible 
to  say  this  without  fear  that  the  statement  shall  be  misconstrued. 
As  banker,  the  Banking  Department  of  the  Bank  of  England 
does  not  want  to  use  in  its  business,  and  to  dissipate,  the  reserves 
of  the  other  banks.  The  "  Issue  "  Department  of  the  Bank  of 
England  is  a  State  institution,  and  the  "  Banking  "  Department 
has  the  same  rights  of  access  to  (and  none  other)  as  those  enjoyed 
by  any  private  or  public  person  or  institution.  I  suggested — 
"  bank  reserves,  the  central  stock  of  gold  and  £1  notes,"  Trans- 
actions of  the  Manchester  Statistical  Society,  1891-1892 — that 
bankers  should  keep  their  reserves  in  Bank  of  England  notes, 
thus  uniting  the  separate  smaller  reserves  of  the  individual  banks 
in  one  great  "  central  stock  of  gold."  I  think  it  is  not  open  to 
question  that  such  a  course  would  exhibit  the  existence  of  a  central 
stock  of  gold  in  the  "  Issue  "  Department. 

If  I  am  right  in  my  supposition  that  the  EngUsh  banks  hold 
only  25  millions  in  Bank  of  England  notes,  and  60  millions  in  actual 
cash — gold,  coin,  bullion  and  silver — then  the  first  question  to 
be  answered  is  this  :  How  much  of  this  85  milHons  of  notes  and 
gold,  and  how  much  of  the  20  millions  of  "  Other  deposits  "  is 
free  money,  ''  reserve,"  and  how  much  till  money  ?  The  objection 
made  to  this  proposal  was  that  if  the  banks  did  keep  reserves, 
and  if  they  did  keep  them  in  Bank  of  England  notes,  the  amount 
of  notes  issued  and  in  the  hands  of  the  public  would  be  increased, 
but  there  would  be  no  evidence  to  show  that  the  larger  amount 
of  notes  had  not  been  issued  for  general  trading  purposes  to  satisfy 
a  public  demand.  I  gave  a  diagram  to  show  that  such  was  not 
the  case.  We  are  concerned  in  helping  to  find  a  solution  to  a 
problem  of  great  public  interest  and  importance.  The  percentage 
of  "  reserve  "  to  liabilities — allowable  variations  in  the  percentage 
kept,  and  the  maximum  length  of  time  during  which  a  bank  might, 
without  penalty,  reduce  its  percentage,  may  wait.  The  Bank 
of  England  at  certain  seasons  looks  calmly  on  while  well-understood 
seasonal  calls  steadily  diminish  its  resources,  and  as  surely  replenish 
them.  This  is  an  example  of  what  I  mean,  but  the  question  is 
how  to  get  many  smaller  reserves  into  one  "  central  reserve," 
and  at  the  same  time  allow  the  contributors  an  elastic  use  of  their 
individual  resources. 

The  weekly  statement  of  the  Issue  Department  of  the  Bank 
of  England  is  in  this  form  : 
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BANK    OF    ISSUE. 

Accounts  pursuant  to  the  Act  7  and  8  Victoria,  Cap.  32,  for  the 
week  ending 


ISSUE    DEPARTMENT. 

Notes  issued        . .   £50,000,000     Government  debt  . .    £11,015,000 

Other  securities      . .       7,434,900 
Gold  coin  and  bullion     31,550,100 


£50,000,000  ■  £50,000,000 


I  would  suggest,  but  this  requires  the  consent  and  co-operation 
of  the  Bank  of  England  in  obtaining  an  Act  of  Parliament,  to 
issue  the  account  in  some  such  form  as  this  : 


BANK    OF    ISSUE. 

Accounts  pursuant  to  the  Act  for  the 

week  ending 


ISSUE    DEPARTMENT. 

Notes  issued        . .   £50,000,000     Government  debt  . .  £11,015,000 

Other  securities      . .       7,434,900 
Gold  coin  and  bullion    31,550,100 


Notes  issued  against  50,000,000 

bankers'  gold  . .     40,000,000     Bankers'  gold         . .     40,000,000 


£90,000,000  £90,000,000 


I  am  not  enamoured  of  this  particular  form  of  return,  but  some 
people  found  it  difficult  to  follow  the  argument,  although  I  thought 
at  the  time  the  diagram  explained  itself,  but  as  doubts  were  expressed 
I  have  added  to  the  second  line  the  words  "  against  bankers' 
gold."  It  is  the  gold  we  want,  the  form  is  immaterial.  There 
is  simplicity  in  this  course,  and  the  only  persons  who  need  know 


70  English  Banking. 

in  what  proportions  the  reserve  was  contributed  would  be  the 
persons  immediately  concerned,  namely,  the  representatives  of 
the  banks  making  up  the  fund,  and  if  any  combined  movement 
is  to  be  made,  this  information  will  necessarily  be  the  property  of 
a  limited  group.  If  the  system  I  suggest  were  in  operation  the 
public  would  soon  get  used  to  it  and  look  upon  the  variations 
in  the  amount  of  the  fund  as  they  learn  to  look  at  any  other  public 
figures.  Experts  would  study  them — the  public  when  it  read 
its  newspapers  would  skip  the  paragraph. 

I  assume  that  15  per  cent,  of  liabilities  to  depositors  is  a  sufficient 
percentage  of  cash  to  provide  "  till  "  money  and  to  leave  a  free 
margin  of  "  reserve  cash."  The  London  clearing  banks  seem  to 
aim  at  a  ratio  of  15  per  cent,  of  cash  deposits.  If  15  per  cent,  be 
sufficient  (and  it  must  be  provided  all  round)  can  we  assume  that 
5  per  cent,  of  the  total  represents  "  reserve  "  and  10  per  cent, 
till  money  ?  I  put  this  tentatively  because  5  per  cent,  of  the  860 
millions  of  deposits  of  all  the  English  banks  in  a  "  central  reserve  " 
would  be,  say,  40  millions,  and  cash  in  hand  would  be  80  millions, 
or  a  total  of  120  millions.  The  desired  ratio,  on  the  figures  before 
us,  is  120  millions — -the  holding  only  108  millions,  or  a  shortage  of 
12  millions.  We  have  already  agreed  that  the  purpose  of  a  "  re- 
serve "  is  that  it  shall  be  used,  otherwise  it  is  not  a  reserve,  but  a 
bugbear.  The  return  of  the  Banking  Department  of  the  Bank  of 
England,  January  14th  of  this  year,  shows  : 

Notes  in  the  hands  of  the  public  . .     £28,000,000 

Total  "  Other  deposits  "  ..  ..       46,000,000 

£74,000,000 

So  that  there  is  clearly  a  very  considerable  fluctuation.  The 
notes  in  the  hands  of  the  public,  as  between  the  two  statements, 
are  down  1  million,  the  "  Other  deposits  "  are  up  8  millions.  It 
is,  therefore,  not  safe  to  conclude  that  there  is  a  shortage  of  12 
millions.  The  shortage  may  be  that  amount  at  a  given  moment, 
it  may  be  more  and  seriously  more  at  other  seasons,  but  there 
may  be  a  very  small  shortage,  if  any,  at  times.  Of  course, 
"  Window  dressing  "  may  affect  the  figures.  Nothing  but  an 
exhaustive  inquiry  will  get  at  the  facts.  Among  others,  I  have 
from  time  to  time  suggested  enquiry.  The  Economist  said : 
"  There  can  be  little  doubt,  however,  that  the  gold  reserves  of 
"  English  banks  have  been  strengthened  of  late  years  by  trans- 
"  ferring  cash  from  the  bank  to  their  own  vaults.  The  process 
"  has  not  cost  anything  directly,  for  the  banks  receive  no  interest 
"  on  their  Bank  of  England  balances,  while  the  Bank  of  England 
' '  has  to  keep  up  its  own  ratio  by  means  of  purchases  of  bullion, 
"  and  has  had  to  bear  the  expense." 


English  Banking.  71 

The  report  of  the  Clearing  Bankers'  Committee  on  Gold  Reserves 
will,  no  doubt,  throw  light  on  many  points,  but  in  essence  what  we 
want  is  this,  to  secure  our  hose,  have  something  to  build  on,  and 
measures  for  temporary  emergencies  become  of  comparatively 
small  importance.  The  true  source  of  support  for  commercial 
credit  is  the  united  strength  of  the  commercial  world.  Under  our 
present  system  everybody  is  responsible  for  everything,  and  no 
one  for  anything  in  particular.  If  we  attempt  to  trade  with  con- 
stant reference  to  panic  years,  we  shall  not  trade  at  all.  We  want 
a  good  basis,  and  then  to  attend  to  our  daily  business.  It  is  all 
very  well  to  say  that  the  individual  reserves  of  the  banks  are  suffi- 
cient, but  in  business  men  do  not  want  to  make  daily,  weekly  or 
monthly  calculations  about  the  safety  of  a  system.  We  need 
one  clear  published  Return  which  practically  shows  the  National 
Gold  Reserves.  Men  look  at  broad  facts.  Is  it  not  true  that 
in  times  of  distrust  this  ability  to  see  at  a  glance  the  strength 
of  a  position  may  be  extremely  useful.  The  facts  silence  gossip. 
Let  matters  alone,  and  we  are  as  those  singing  a  song  of  triumph 
in  a  fool's  paradise  when  we  might  rest  secure  in  the  impregnable 
walls  of  assured  safety. 

I  have  nothing  more  to  say,  but  to  thank  you  for  your  patient 
attention. 


72 


English  Banking. 


Proportion  of    Banking  Offices  (October,  1886,   1911-1912)  to 

Population  at   Censuses   of    1 90 1    and    1911,  of    Six   principal 

places  in  England  and  Scotland. 

"Banking  Almanac,"   1914,  page  22. 


Number  of  ' 

Number  of  Banking 

Number  of  Inhabitants  to 

Inhabitants 

Offices. 

eacli 

Banking  Office. 

N'aine  of  Place. 

( Urban  Sani- 
tary District) ' 

O^DSIIS  of 

Census  of  1  Census  of 

Census of 

1911. 

1836. 

1911. 

1912.    i 

1881. 

1901. 

1»11. 

1886. 

1911. 

1912. 

ENGLAND. 

Birmingham    . . 

525,960 

26 

93 

94 

15,414 

5,655 

5,595 

Bradford 

288,505      ! 

12 

22 

29 

15,252 

13,114 

9,948 

Leeds    . . 

445,568      ; 

11 

51 

63 

28,102 

8,736 

7,072 

Liverpool 

746,566 

44 

114 

116 

12,557 

6,549 

6,436 

Manchester 

714,427 

35 

121 

121 

9,755 

5,904 

5,904 

Sheffield 

454,653      i 

6 

51 

57 

47,418 

8,915 

7,976 

SCOTLAND. 

Aberdeen 

163,084 

17 

30 

30 

6,181 

5,262 

5,262 

Dundee 

165,002 

15 

20 

20 

9,497 

8,250 

8,250 

Edinburgh 

320,315 

54 

90 

90 

4,229 

3,559 

3,559 

Glasgow 

784,455     1 

98 

167 

165 

5,218 

4,700 

4,754 

Greenock 

76,160 

10 

14 

14 

6,923 

5,368 

5,368 

Perth    .. 

35,851 

10 

13 

13 

2,975 

2,760 

2,760 

Number  of  Banking  Offices,  Population,  and  number  of  Inhabitants  to 
each  Office  in  the  United  Kmgdom,  for  the  years  1872  and  1912. 

"Banking  Almanac,"   1914,  page  23. 


NumVier  of 
Banking 

Population. 

Number  of  Inhabi- 
tants to  each 

Offices. 

Office. 

1872.* 

1871. 

England  and  Wales    . . 

1,779 

22,712,266 

12,766 

Scotland 

812 

3,360,018 

4,137 

Ireland 

333 

5,412,377 

16,252 

United  Kingdom 

2,924 

31,484,661 

10,760 

1912.t 

1912. 

England  and  Wales    . . 

6,709 

36,075,269 

5,422 

Isle  of  Man 

24 

50,542 

2,106 

Scotland 

1,235 

4,759,521 

3,854 

Ireland 

841 

4,181,051 

4,971 

United  Kingdom 

8,809 

45,066,383 

5,116 

*  The  number  of  Banking  Offices  for  1872  is  given,  as  these  are  the  nearest 
figures  that  can  be  obtained. 

t  The  numbers  of  the  Banking  Offices  open  in  1912  is  compared  with  the 
population  in  1911. 
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